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Are We Going to Have Inflation? 


Prophecies of the Past. 


By GEORGE E. PUTNAM 


Steps in Process by Which Gold Ac- 


cumulation Was Expected to Bring About Inflation. Appraisal 
of the Forces Which Have Prevented It. 


Observers Overlooked. 


HE question “Are we going to have 

inflation?” is one of the most diffi- 

cult and disturbing questions which 

business men have had to consider. 
Probably no other economic question has 
been so recurrent during the past three years 
or has been answered so indefinitely. All 
through 1922 and into the early months of 
1923, the rise in the level of prices prompted 
the warning that we might be getting into 
a period of inflation. The same feeling 
manifested itself in the spring of 1924, and 
again in the spring of 1925. On each oc- 
casion, however, when inflation seemed to 
be just around the corner, the rise in prices 
was checked and the fear of inflation was 
temporarily dispelled. 

So accustomed have business men now 
become to the failure of the promised in- 
flation to materialize, that some of them 
are beginning to wonder whether they have 
not been unduly alarmed, all along, over 
what may prove to be nothing more than 
the idle chatter of theoretical economists. 


NE of the interesting features in con- 

nection with the late inflationary fear 
was the fact that it owed its origin, in part, to 
the declarations of prominent European ob- 
servers. When England began to send large 
quantities of gold to this country, the predic- 
tion was made by a number of British bank- 
ers and economists that the effect of such 
shipments would be to* inflate our level of 
prices. It was pointed out that our high 
tariff wall had made it impossible for them 
and other European debtors to send us goods 
in settlement of their liabilities, so their only 
hope was to send us gold and to continue 
to send us gold until our level of prices 
rose to a point where we should be forced 
to take their goods in spite of tariff barriers. 


T was difficult to escape the logic of the 

suggestion that an over accumulation of 
gold would raise our level of prices. The 
history of world prices and gold production 
seemed to give ample support to the sug- 
gestion. Nearly everyone was agreed, for 
example, that the upward trend in world 
prices from 1896 to 1914 was due to the 
steady increase in the world’s output of gold. 
As gold became more and more abundant 
throughout the world, its purchasing power 
declined—or, to put it another way, the 


Finding Ways 


must be increased 

consumer buying power if 
business is to be stimulated, and 
cheap money is at present con- 
tributing to this end. Its effects 
may be seen in the wave of in- 
stallment buying now sweeping 
the country. It ts astonishing to 
note from day to day the num- 
ber of business concerns that are 
featuring installment purchases, 
and to learn the number of people 
who are buying on the install- 
ment plan. It all goes to show 
that when money is cheap ways 
will be found for utilizing it to 
facilitate and stimulate consumer 
buying, just as it will be used by 
traders and manufacturers to ex- 
pand their operations.” 

Grorce E. Putnam. 


Factors Which 
Installment Buying a Symptom. 


level of prices rose with the natural result 
that a given quantity of gold would purchase 
fewer things. 

One does not have to go far afield to find 
that the same principle applies equally well 
to the valuation of products other than gold. 
Every wheat grower knows, though he may 
not see any analogy between gold and wheat, 
that a substantial increase in the production 
of wheat will lower the price of wheat and 
reduce the amount of other things that a 
bushel of wheat will buy. In exactly the 
same way, a substantial increase in gold 
production or in gold supplies will reduce 
the amount of other things that a bushel 
of gold will buy. A reduction in the pur- 
chasing power of any unit of gold, such as 
a dollar (23.22 grains of pure gold) can 
come about only through a Tise in the level 
of prices. 


Glee actual steps in the process by which 
our gold accumulation was expected to 
bring about inflation may be set down briefly 
as follows: It was anticipated that the gold 
which was sent to us would find its way 
ultimately to the vaults of our banks where 
it would be used chiefly for reserve purposes. 
Since the addition of every $100 in gold to 
the banking reserves of the country will 
support additional bank credit of several 
times that amount, it was assumed that the 
flood of gold coming to us would quickly 
create a superabundance of idle funds, the 
effect of which would be to reduce the level 
of money rates, stimulate business activity, 
and raise the level of prices. Just as high 
money rates are generally associated with 
retrenchment in business, so it was natural 
to assume that low money rates would pro- 
vide business with a fillip that would lead 
to expansion and end in price inflation. 
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After four years of anxious waiting, dur- 
ing which time our stock of gold has been 
far in excess of our business needs, the 
concensus of opinion seems to be that we 
have avoided inflation. Hurried explana- 
tions have been forthcoming from European 
forecasters to account for the failure of 
their prophecies, while some American 
economists—most of whom felt certain that 
inflation would occur—have been so im- 
pressed with the way our centralized credit 
machinery has functioned in the control of 
inflationary tendencies that they have pro- 
nounced it the “marvel of this age.” 

It is now possible to single out and ap- 
praise some of the forces which have so 


successfully stood in the way of the prom- 
ised inflation. First and foremost among 
these forces should be mentioned the credit 
policies of the Federal Reserve Banks. It 
is a familiar matter of history that when 
gold began to arrive from abroad, the mem- 
ber banks of the Federal Reserve System 
were heavily indebted to the Reserve Banks. 
Since the member banks had no use for 
gold in their own vaults (being required to 
maintain their reserves in the vaults of the 
Reserve Banks) it was natural that they 
should send all gold received from abroad 
to the central banks and there use it for 
the purpose of paying off their borrowings. 
Generally speaking, this was the course that 
the member banks followed as it enabled 
them to regain some of the independence 
of action they had lost during the credit 
shortage of 1920-21. 


If They Wanted To 


EANWHILE, the Federal Reserve 

Banks could have used their increased 
gold reserves as a basis for credit expan- 
sion if they had wanted to do so. They 
could have lowered their rediscount rates, 
as the reserve ratio increased, and put their 
excess gold to profitable use; or, they could 
have employed more of their funds in open- 
market purchases. But they did not follow 
this course. They completely broke away 
from the use of the reserve ratio as a guide 
to credit policy, feeling, no doubt, that it 
would be dangerous to let down the bars 
to credit expansion. A policy of gold con- 
servation became the order of the day even 
though we had far more gold than we knew 
what to do with. 

The results of this policy eventually made 
themselves apparent. The maintenance of 
higher money rates than the size of our gold 
reserves warranted only served to attract 
more gold. As gold continued to flow in 
from abroad and as member banks continued 
to pay off their borrowings, the earning 
assets of the Reserve Banks rapidly declined. 
By the spring of 1924 the increase in gold 
reserves had so reduced the earning assets 
of the Reserve Banks that they were no 
longer earning their expenses and dividend 
requirements. With a view to correcting 
this situation, drastic cuts were made in 
rediscount rates, while more and more funds 
were released for the purchase of bills and 
government securities in the open market. 
Under the avalanche of new funds seeking 
employment, money rates became extremely 
low and, what is well worth noting, the 
influx of gold soon came to an end. 

It now seems clear, in one respect at least, 
why the promised inflation did not mate- 
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rialize. One of the main assumptions on 
which the inflation prediction rested was that 
excess gold would quickly lead to a condi- 
tion of low money rates. But this assump- 
tion overlooked the possibility that the Re- 
serve Bank authorities might exercise ar- 
bitrary control over credit conditions and 
temporarily delay the transition to lower 
rates. The fear of inflation prompted the 
Reserve Banks to follow this course and 
to conserve their excess gold, but in the 
end the policy of gold conservation broke 
down under its own weight, completely de- 
moralizing money rates in the summer of 


1924. 


Another Factor Overlooked 
NOTHER actor which the _ inflation 


prophets overlooked was the lack of 
balance in our industrial organization. In- 
dustry generally was hard hit by the price 
collapse of 1920 but not all industries were 
affected alike. Those which had overex- 
panded during the war years were the ones 
that faced the greatest difficulties. In the 
business revival of 1922 it was noticeable 
that such industries as fertilizer, leather, 
rubber, and textiles continued to suffer from 
depression while the building trades and the 
industries supplying building materials ap- 
peared to be in a healthy, prosperous con- 
dition. Some of these inequalities have 
persisted to the present time permitting 
depression in certain parts of the industrial 
organization to put a check on the prosperity 
of the whole. An unbalanced state in in- 
dustry is not the kind of soil in which infla- 
tion can flourish. 

The farmers’ difficulties were probably 
greater than those of any other class. Farm- 
ers had borrowed heavily when prices were 
high in order to expand their output. When 
the prices of their products collapsed, they 
were left burdened with debt, in an over- 
expanded condition, and with greatly re- 
duced purchasing power. The cotton farm- 
ers recovered more quickly than the others 
owing to the rise in the price of cotton 
through 1922 and 1923. But the grain and 
live stock farmers continued to get poor 
remuneration for their efforts until the mid- 
dle of 1924. All through this period the 
grain and live stock growers were handi- 
capped on the one hand by low incomes and 
heavy debts, and, on the other hand, by the 
fact that they had to pay high prices for 
the high-cost labor products of the cities. 
Between the farm and factory there was 
complete lack of balance—there was greater 
inequality than existed between any two in- 
dustries. 

If the Federal Reserve authorities had 
seen fit to put their excess gold to work 
immediately on its arrival and had allowed 
money rates to fall, it is impossible to see 
how inflation could have occurred during 
a period when the buying power of such a 
large class was so materially reduced. 


Size of Industrial Plant 


THIRD factor which was left out of 

the inflationists’ reckoning was the size 
of our industrial plant. Under the stimulus 
of war-time demands, industry, no less than 
agriculture, had expanded far beyond our 
peace-time needs. We had on hand a large 
excess of productive equipment which could 
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be put to work on short notice whenever 
consumption demands made increased out- 
put necessary. A sudden increase in con- 
sumers’ demand could be quickly satisfied. 
Mass production methods, prompt deliveries, 
and excess productive capacity made run- 
away markets impossible. 

It became very clear in the early months 
of 1923, 1924, and again in 1925 that suffi- 
cient buying power did not exist to keep 
our industries going at full speed. Long 
before they had reached the peak of their 
capacity in these years, production exceeded 
consumptive requirements, with the result 
that business generally had to slacken its 
pace and wait for consumption to catch up 
with production. 

If the memory of the 1920 deflation in- 
stilled into business men the desire to be 
cautious, the size of our industrial plant 
together with prompt transportation service 
made it possible for them to follow a cau- 
tious policy. Common sense dictated that 
with idle plant available for immediate use 
there was no likelihood of runaway markets. 
It also dictated that the consistent policy 
to be followed, under these conditions, was 
one of hand-to-mouth buying and the avoid- 
ance so far as possible of future commit- 
ments. There was nothing else for business 
to do but to mark time and wait for con- 
sumptive buying power to grow up to the 
country’s productive capacity. 

All of this seems simple now in retrospect, 
but what bearing does it have on the future? 
Will we continue to avoid inflation, or must 
we go on living in dread of the prophecies 
which have not yet been fulfilled? 

It is plain that some of the factors which 
stood in the way of inflation up to 1924 are 
no longer to be reckoned with. For one 
thing, money rates are low. The Reserve 
Banks were stripped of their power to hold 
up money rates eighteen months ago when 
their gold conservation policy automatically 
broke down, and there is nothing to indicate 
that they will regain this power in the im- 
mediate future. They can continue to con- 
serve what gold they have, keeping just 
enough of their funds invested to earn their 
expenses and dividends. They can also ad- 
vance rediscount rates at their pleasure, 
that is, whenever they feel that such action 
would serve to check inflationary tendencies. 
But they are also aware of the dangers in- 
volved. The chances are strong that the 
maintenance of higher rates through ar- 
bitrary control would again bring to us a 
flood of foreign gold which member banks 
could use to pay off their borrowings. With 
the volume of their rediscounts declining, 
the Reserve Banks would find it necessary 
to invest a corresponding amount of their 
own funds in bills and government securi- 
ties in order to earn their expenses and 
dividends. It would accomplish nothing, so 
far as the control of market rates is con- 
cerned, to raise the cost of rediscounting, 
reduce the volume of member bank borrow- 
ing, and then employ the funds released in 
this manner in open market operations. 


Federal Reserve Banks’ 


Thoroughly Sound Position 


_ Federal Reserve Banks are no longer 
in a strong position to dominate market 
rates, and it may be many years before they 
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again have the commanding position they 
had in 1920. Their financial condition, how- 
ever, is thoroughly sound, and it will remain 
sound so long as they follow their present 
policy of trying to earn their expenses and 
dividends. If they should depart from this 
policy, as some have advocated, and dissi- 
pate their earning assets in an attempt to 
bolster up market rates, they would again 
bring to us a flood of foreign gold and 
make matters worse than they are already. 

With regard to the situation in industry, 
there is now a better balance than at any 
time since 1920. A few industries are still 
in a depressed condition, but they are steadi- 
ly showing signs of improvement. Some of 
the industries which were in the doldrums 
two years ago now seem to be fully recov- 
ered. There remains, however, the signifi- 
cant fact that industry still has a large 
excess of productive capacity which cannot 
be utilized until consumer buying power has 
substantially increased. 

The greatest change of all has taken place 
in the relation between farm and factory. 
The rise in the prices of farm products, 
particularly during the past year, has put 
the purchasing power of the farmers’ prod- 
uct within striking distance of its pre-war 
parity. According to data prepared by the 
United States Bureau of Agricultural Eco- 
nomics, the relative purchasing power of 
the farmer’s product at wholesale for each 
of the years 1920 to 1925 compares with 
pre-war years as follows: 


Average Purchasing 
Power of Farmer’s 


Product 
Year 1910-14 = 100 
85 
74 
79 
83 
CHOW) 91 


The above figures show very clearly the 
extent to which the farmer’s position has 
improved. They do not, of course, offer 
the slightest suggestion that the farmer will 
venture forth on a spending orgy, either this 
year or the next. He still has debts that 
must be liquidated. Moreover, it might be 
many years before his buying power re- 
turned to the level of pre-war days when 
farm prosperity was relatively greater than 
that of industry. It is noteworthy, however, 
that the steady improvement in the farmer’s 
position is gradually removing one of the 
factors which has stood in the way of in- 
flation. 


Are These Things Evidences of 
Inflation ? 


HERE are some observers who point to 
the present level of security prices, the 
volume of bank loans, the record of new 
building, the increase in installment buying, 
the volume of new security flotations, the 
size of corporate earnings, and the tendency 
toward rising prices as evidence that we are 
already inflated. Some of these factors 
strongly suggest inflation. All are danger 
signals according to the standards of old. 
All are the result directly or indirectly of 
the late influx of gold and the cheap credit 
which resulted from our gold accumulation. 
We have always known that cheap money 
would raise security prices, increase the 
volume of bank loans, and somehow or other 
stimulate business. But we have never been 


able to see so clearly, as we now can, the 
connection between cheap money and con- 
sumer buying power. Heretofore it has 
been assumed that cheap money would stim- 
ulate business activity because it would en- 
able business men to buy and carry larger 


“stocks of goods and extend their plants, etc. 


The idea seemed to be that the greater buy- 
ing power of trade and industry was the 
force which made for increased activity. 

We can now see the inadequacy of this 
view. There must be increased consumer 
buying power if business is to be stimulated, 
and cheap money is at present contributing 
to this end. Its effects may be seen in the 
wave of installment buying now sweeping 
the country. It is astonishing to note from 
day to day the number of business concerns 
that are featuring installment purchases, and 
to learn of the number of people who are 
buying on the installment plan. It all goes 
to show that when money is cheap ways 
will be found for utilizing it to facilitate 
and stimulate consumer buying, just as it 
will be used by traders and manufacturers 
to expand their operations. 

It is difficult to escape the conclusion that 
we are destined to have inflation in some 
form or other. Cheap money, a better in- 
dustrial balance, and increased consumer 
buying must eventually bring this about, 
although time will be required for the 
process to work itself out. Consumer buy- 
ing power is not yet large enough to cause 
a runaway market, and it is not likely to 
become so until we have grown up to our 
present productive capacity. There is, there- 
fore, no reason to believe that on the next 
upswing of prices we shall have our infla- 
tion and be done with it. We can take our 
medicine just as effectively if we drift along, 
as we have been drifting, with recurrent 
ups and downs in business, but with the 
trend of costs and prices toward higher 
levels. Whether we have our inflation in 
the form of a “flare-up” in prices or in 
the form of a general upward trend, we 
shall probably not recognize it as inflation 
until it is all over. 


Foreign Credit as a Preventive 
of Inflation . 


CCORDING to a contrary view, there 
is no danger of an inflation in prices 
“because the Federal Reserve Banks will 
not permit it”! According to still another 
view, we will extend so much credit to for- 
eign countries that we will automatically 
lose our excess gold and thereby escape the 
danger of higher prices. 

The latter view overlooks the common- 
place principle that the more we lend abroad, 
the more we must receive back in the form 
of interest. And by what legerdemain could 
we get the interest and other payments due 
us unless our prices rose high enough to 
permit foreign goods to come in over our 
tariff wall? Failing to get our prices high 
enough to permit the entry of goods, we 
should have to take gold—we should repeat 
our late experiences with gold imports. 
Obviously, it would accomplish nothing, so 
far as the problem of gold inflation is con- 
cerned, to buy foreign securities in such 
volume that we get rid of our excess gold, 
only to have the gold return to annoy us. 
One of the unfortunate features of our 
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dilemma is that the Federal Reserve System 
will be held to account for the ills of in- 
flation, in whatever form we experience it, 
just as the System has been held responsible, 
and unjustly criticized, for the low moncy 
rates of the past eighteen months. The 
truth of the matter is that our central bank- 
ing system is not the cause of our basic 
troubles. The Reserve Banks did not de- 
termine our policy of insisting on the pay- 
ment of war debts, nor the policy of refus- 
ing to our debtors the right to pay us in 
goods. All the Reserve Banks can do is to 
play the game according to the rules which 
others have made. While they may be ab!le 
to use their influence, at times, to check in- 
flationary tendencies (the better if they do 
not try it too often), they cannot predeter- 
mine the level of prices. The fundamental 
fact seems to be that we have “asked” for 
a higher level of prices, and the Federal 
Reserve System will be powerless to keep 
us from getting it. 


In “Little Cabinet” 


Assistant Secretary of War 
Hanford MacNider 


HE “little Cabinet” at Washington has 

another banker as a member. Hanford 
MacNider, vice president of the First. Na- 
tional Bank of Mason City, Iowa, has as- 
sumed the office of Assistant Secretary of 
War. He was formerly national com- 
mander of the American Legion, and served 
with distinction in the American Expedi- 
tionary force in France. 

Upon graduating from Harvard in 1911, 
Mr. MacNider decided to make banking his 
career. He served as bookkeeper, teller and 
assistant cashier before the war and, after 
returning home, reentered the bank as a vice 
president. 

The coming of Mr. MacNider into the 
“little Cabinet” marked the retirement of 
another banker—Secretary of War John W. 
Weeks—from the big Cabinet. : 
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Bank Loans to Finance the 
Installment Buyer 


By BRUCE DAVENPORT 


How the Louisville National Bank Uses the Trade Acceptance 
to Enable a Department Store to Sell Merchandise on a 25 or 


50 Weeks Payment Plan. 


Acceptances. 


UYING on the installment plan has 

become so widespread in the United 

States that the volume of business 

financed on this basis now runs 

into several billion dollars annually. Hardly 

a week passes without some new adaptation 

of the deferred credit plan coming to light. 

Now it is the sale of merchandise in every 

department of the city department stores, 
aided by bank loans to the buyers. 

The “dollar-down” scheme is not of recent 
origin. It has long been a part of the credit 
system. The automobile popularized this 
method of selling, gave to it the sanction 
of general acceptability and the halo of re- 
spectability and paved the way for its ex- 
tension into other fields. Indeed, the sale 
of consumption goods through this medium 
of financing has reached such bounds, va- 
riously estimated at from three billions of 
credit outstanding, that seasoned and con- 
servative bankers point to its proportions 
as the one dark cloud on the otherwise 
clear horizon of national prosperity. 


Popularized by the Automobile 


wits the sale of the popular priced 
automobile on the.deferred payment 
basis, a class of paper was created that the 


banks could not handle. To meet the need 
for this type of financing, there sprung into 
being hundreds of finance companies and 
the big automobile manufacturers set up 
acceptance corporations. The relations of 
the buyers were with these companies 
rather than with the banks, although, in 
some cases, banks discounted, the notes of 
the automobile purchasers and permitted 
them to reduce the principal from month to 
month. However, the bulk of financing the 
automobile sales was handled by the finance 
companies. 

With the broadening of the practice of 
installment buying, the finance companies 
have been called on to aid in the distribu- 
tion of the radio, household electrical equip- 
ment and other commodities. More and 
more, it is becoming possible for purchasers 
to buy almost any article or commodity on 
time, the final payment to be made within 
several months, a year or an even longer 
period. It is true, of course, that the banks 
have had a part ultimately in the financing 
of these sales, but the participation has been 
indirect by making it possible for the selling 
companies to extend the credit through the 
discounting of notes, trade accentances and 
granting lines of credit. They have bought 


the collateral trust notes of manufacturers 
and finance companies. 

The popularity of the so-called “dollar- 
down” plan, and the relatively small losses 
sustained by those who have sold com- 
modities on the deferred payment plan, have 
caused merchants, who formerly frowned 
on the system, to embrace it as a means of 
enlarging the volume of their sales. Re- 
cently one of the largest department stores 
in Chicago announced that it would sell 
suits, overcoats, millinery and other wear- 
ing apparel to the average buyer, giving the 
buyer several months time within which to 
pay for it. In Louisville, one of the prin- 
cipal stores advertised that purchasers 
might have from twenty-five to fifty weeks 
to pay for merchandise bought in every de- 
partment at “cash prices,” announcing that 
this service was made possible by the store 
borrowing the money for the balance due 
from a large national bank. There have 
been indications that this plan of linking 
the department store sales with bank loans 
arranged through the store, will meet with 
more general adoption in various cities 
throughout the country. 


Not a Branch Bank 


HE Louisville store advertises the ar- 
rangement as “the Louisville National 
Bank plan.” 

The link is dramatized in an effective 
way. The weekly payments are made at a 
window in the department store that looks 
like a teller’s cage. It gives the illusion 
of a direct dealing with the bank; enhanced 
somewhat by the display of a sign on the 
window: “Representative of the Louisville 
National Bank.” 

With the branch banking issue so im- 
pressed on the public consciousness, it is not 
surprising that some of the newspapers 
observed, in error, that an innovation in 
banking had occurred through the opening 
of “a branch bank in a department store.” 
However, it is anticipated that the weekly 
payments will be more prompt and regular 
because the average person takes an obliga- 
tion to a bank more seriously than he does 
a bill due a commercial firm. 


The Plan’s Strong Points 


HE arrangement has been in effect only 
since October 1 and has not been given 
the telling test of time. However, Richard 
Bean, president of the Louisville National 
Bank, sees decided advantages in it—whether 
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Makes from 16 to 20 per cent on 
Store Gets Money for 2 per cent Plan Is New. 


viewed from the standpoint of the con- 
sumer, the department store or the bank. 

“The trade acceptance is the vital part 
of the arrangement,” Mr. Bean said. “The 
stores sells goods to its customers on either 
a twenty-five or fifty-weeks payment plan. 
the period depending upon the class of 
merchandise sold. Dry goods, wearing ap- 
parel, millinery and merchandise of this 
kind are sold on a twenty-five weeks pay- 
ment plan. Furniture, household furnish- 
ings, washing machines and other goods. 
which can be repossessed under chattel 
mortgage, are sold on a fifty-weeks pay- 
ment plan. The store takes a trade ac- 
ceptance, attached to a mortgage, from the 
customer and endorses this trade acceptance 
to the bank. In acquiring the goods, the 
purchaser makes a certain down payment 
and gives the trade acceptance plus 6 per 
cent interest to the store. Our bank dis- 
counts the trade acceptance at 6 per cent. 

“On the first of each month, the bank 
renders the store a statement of the aggre- 
gate amount of the trade acceptances, on 
which the store pays the bank 2 per cent. 
It will be seen that the bank gets 6 per 
cent interest on the trade acceptances and 
2 per cent, in addition, from the store, mak- 
ing a total of 8 per cent. The trade ac- 
ceptances are then paid weekly to the bank 
by the customers.” 

While a sign “Representative of the Louis- 
ville National Bank” is displayed over the 
window of the office where the customer 
makes his payments, the bank has no branch 
in the store whatever. The store appoints 
a clerk to receive the weekly payments on 
the trade acceptances. Therefore, the bank 
does not have to obtain the sanction of the 
Comptroller of Currency at Washington to 
enter upon such an arrangement for the 
question of “an additional office,” as the 
teller window branches authorized by the 
comptroller are commonly called, do not 
enter into the matter at all. 


Profiting from Psychology 


je setting up this office, the store desires 
to capitalize the psychology of the aver- 
age customer that makes him meet his bank 
obligations without fail. Then, too, it pre- 
fers to have the payments made at the store 
rather than at the bank, because it wants 
the customers to come into the store as often 
as possible. The sight of attractively dis- 
played merchandise. the opportunity to buy 
(Continued on page 384) 
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Why Section 9 is Necessary to 
the National Bank Bill 


By L. T. MCFADDEN 


Chairman, Committee on Banking and Currency, House of Representatives 


Congress Is Not Invading Rights of States In Declaring That State 


Banks Shall Not Be Permitted to Enter Federal Reserve System 
Unless They Relinquish All Branches Beyond City Limits. 


ECTION 9 of the National Bank Bill 

undertakes to prevent the further 

spread of state-wide branch banking 

within the Federal Reserve System. 
It is the only section of the bill over which 
there is any controversy. It is violently 
opposed by a small, but influential, group 
of state member banks, which are now en- 
gaged in state-wide branch banking and which 
desire to continue the development of their 
branch systems in the state in which they 
are located. In fact, the banks which op- 
pose this section of the bill are located in 
the two cities of San Francisco and Los 
Angeles, with the exception of one or two 
Cleveland state member banks, which desire 
to continue to establish branches in the sub- 
urbs of Cleveland. 

Outside of this small group of dissenting 
banks, the banking opinion throughout the 
United States is practically unanimous in 
support of this proposition. Even in the 
state of California, where state-wide branch 
banking is permitted under the state law, 
an overwhelming majority of the banks are 
opposed to state-wide branch banking with- 
in the Federal Reserve System. 


Text of Section 9 
HE text of Section 9 is.as follows: 


“Sec. 9. That the first paragraph of Section 9 
of the Federal Reserve Act be amended by adding 
at the end thereof two provisions and a new 
paragraph to read as follows: 

“Provided, that on and after the approval of 
this Act the board shall not permit any such 
applying bank to become a stockholder of such 
Federal Reserve Bank except upon condition that 
such applying bank relinquish any branches which 
it may have in operation beyond the corporate 
limits of the municipality in which the parent bank 
is located, and it shall be unlawful for any such 
applying bank in any state which does not by law 
or regulation, at the time of the approval of this 
Act, permit state banks or trust companies created 
by or existing under the laws of such state, to 
have branches within the limits of municipalities 
in such state, to become such a stockholder of 
such Federal Reserve Bank except upon condition 
that such applying bank relinquish any branches 
which it may have established subsequent to the 
approval of this Act: Provided further, That it 
shall be unlawful for any’ member bank after the 
approval of this Act to establish a branch beyond 
the corporate limits of the municipality in which 
such bank is located, and it shall be unlawful for 
any such member bank to maintain in operation 
any branch within the corporate limits of such 
municipality where the population by the last 
decennial census is less than 25,000 and not more 
than one such branch where such population is 
not less than 25,000 and not more than 50,000 and 
not more than two such branches where such 


population is not less than 50,000 and not 
more than 100,000, but these restrictions 
as to number shall not be construed to 


require the relinquishment of any branches ac- 
quired rr to the approval of this Act: 
provide 


And 
further, That the establishment of any 


Simply Means Preserving Soundness of the Reserve System. 


branch by a member bank shall not require the 
approval of the Federal Reserve Board: And 
provided further, That it shall be unlawful for 
any such member bank to establish a branch 
within the limits of the municipality where such 
bank is located, in any state which does not by 
law or regulation, at the time of the approval of 
this Act, permit state banks or trust companies 
created by or existing under the laws of such 
state to have branches within the limits of such 
municipalities in such state. 7 

“The term ‘branch or branches’ as used in this 
section shall be held to include any branch bank, 
branch office, branch agency, additional office, or 
any branch place of business located in any state 
or territory of the United States or in the District 
of Columbia at which deposits are received or 
checks cashed or money loaned, but shall not 
include any branch established in a foreign coun- 
try or dependency or insular possession of the 
United States.” 


The Section’s Practical Effect 


HE practical effect of this section would 

be to confine all branch banking by state 
member banks to cities, having a population 
above 100,000 in those states which permitted 
branch banking at the time the bill became 
a law, and to prohibit it absolutely else- 
where. Section 8 of the bill would put the 
same restrictions upon the national banks. 
The combined effect of Sections 8 and 9, 
therefore, would be to prevent any form of 
branch banking within the Federal Reserve 
System by either state or national banks in 
what is now non-branch banking territory 
(even though these states might subsequent- 
ly permit state banks to engage in branch 
banking) and to restrict within the Federal 
Reserve System all branch banking in what 
is now branch banking territory to the large 
cities. The permission for one home city 
branch in cities from 25,000 to 50,000 pop- 
ulation and two home city branches in cities 
from 50,000 to 100,000 population applies 
also only to existing branch banking terri- 
tory and is in the nature of a further re- 
striction upon branch banking. The rural 
communities are absolutely protected by 
these provisions from the spread of branch 
banking. 

The heart of Section 9 is the clause which 
says to a state member bank, “You shall 
not establish or acquire any more branches 
outside of the city in which you are located,” 
and to the non-member state banks, “You 
shall not be permitted to enter the Federal 
Reserve System unless you relinquish all 
branches which you have beyond the limits 
of the city in which you are located.” 

The opponents of Section 9 sincerely 
believe that branch banking is not only 
sound and efficient as a system of banking 
but marks a step of progress. They would 
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like to see developed in the United States 
a system of branch banks similar to the 
Canadian system and similar to that in vogue 
in all European countries. They would look 
with philosophical calm upon the gradual 
and ultimate disappearance of the small unit 
banks, both state and national, from the 
field of action. The logic of their position 
would lead them not only into state-wide 
branch banking but into nation-wide branch 
banking and in this connection it is well to 
bear in mind that Congress has the power 
to permit the establishment of nation-wide 
branch banking systems in this country. 
The advocates of state-wide branch bank- 
ing cannot stop at that. If branch banking 
were sound, there is no reason why it should 
be limited to the artificial boundaries of a 
single state. When the Federal Reserve 
System was established the state lines were 
ignored as a means of determining the limits 
of banking operations. The business of 
banking is determined by commercial and 
not political considerations. A particular 
branch banking system with the head office 
say, in San Francisco or Los Angeles, would 
have the same economic urge to establish 
branches in the territory commercially tribu- 
tary to California as it would in California 
itself. Once you admit the efficacy and wis- 
dom of branch banking, no sound reason 
can be advanced for confining it to a single 
state. But it is said that a state legislature 
has no authority beyond its boundaries. 
That is true but it does not offer an insur- 
mountable obstacle. The spread of branch 
banking could be accomplished both by 
comity between the states and by the ex- 
pression of a national policy by Congress. 


Useless To Argue 


‘ a person, who honestly advocates state- 
wide or nation-wide branch banking, it is 
useless to argue about the merits of Section 
9. If he cannot be converted to the idea 
that branch banking is undesirable and un- 
adapted to banking conditions in the United 
States, he can only see in Section 9 an un- 
wise national policy. There is a fundamental 
difference between his position and the posi- 
tion of the proponents of this section of the 
bill and it need not be expected that he will 
listen to the reasons why Section 9 is neces- 
sary. However, fortunately for the friends 
of the bill, the true advocates of branch 
banking are so few in number as not to 
cause any great concern. 
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Section 9 Not an Invasion of 
State Rights 


HERE is, however, another group op- 

posed to Section 9, who are also opposed 
to state-wide branch banking. They take 
the ground that although state-wide branch 
banking is wrong in principle and the na- 
tional banks should not be permitted to par- 
ticipate in it, the Federal government has 
no moral right to use the Federal Reserve 
System as a club to coerce the state banks 
in the exercise of their charter powers 
which they derive from the state legisla- 
tures. Some members of this group have 
gone so far as to take the position that 
Section 9 is a violent invasion of the rights 
of the states, thus raising an issue which 
would put Section 9 upon the unpopular 
side of a current question having nothing 
to do with branch banking. To this group 
the proponents of Section 9 can make ar- 
guments that ought to appear conclusive to 
any reasonable man. 

What rights are invaded by this pro- 
posed legislation? Does it attempt to deny 
to any state legislature the right or power 
to give such charter powers as it may see 
fit to the state banks? Does it put any 
restrictions upon the exercise of the execu- 
tive or administrative authority of any 
state official? The answer is apparent 
from a simple reading of the section. The 
forty-eight independent state banking sys- 
tems remain as now—solely under the 
jurisdiction of the state authorities. 

What then is the complaint? It is that 
when a state bank becomes a member of 
the Federal Reserve System it should be 
permitted to exercise within that System 
all of its charter powers which it has de- 
rived from its state legislature; that Con- 
gress ought not to impose upon such state 
member banks, as a condition 6f member- 
ship in the Federal Reserve System, any 
restrictions which would interfere with the 
exercise of these charter powers! It is 
contended that many of the large state 
banks came into the System at the urgent 
solicitation of the Federal government and 
were given assurance from executive of- 
ficials that membership therein would not 
lead to the relinquishment of any of their 
charter powers and that therefore Con- 
gress has not the moral right, even though 
it has the legal right, to impose any fur- 
ther conditions upon such state member 
banks. Such a contention is based upon 
an untenable theory of the Federal Re- 
serve System. 

What is the fundamental nature of the 
Federal Reserve System? The Federal 
Reserve System was created under the 
sovereign authority of the government of 
the United States. It is a Federal instru- 
mentality which gave voice to a national 
financial policy transcending the financial 
policies of any particular state. The right 
to designate the membership in the Fed- 
eral Reserve System rests solely in Con- 
gress and Congress saw fit to use its own 
creation—the national banking system— 
over which it has sole jurisdiction, as a 
basis upon which to build the Federal Re- 
serve System and, in its wisdom, it saw 
fit to compel every national bank to be- 
come Federal Reserve members. The basic 
and unconditional members, therefore, of 


the Federal Reserve System are the na- 
tional banks. It was not necessary for 
Congress to prescribe any conditions upon 
the Federal Reserve membership of the 
national banks for the simple reason that 
all national banks exercise only such pow- 
ers as are given them by Congress. Hav- 
ing thus complete control over the banking 
powers of national banks, Congress may 
at all times adapt them to the needs of the 
Federal Reserve System. 


Position of State Banks 


HE state member banks are in a very 

different position. They exercise their 
charter powers by virtue of grants 
from the state legislature. Congress has 
no authority to modify or change in any 
way these charter powers. Now when the 
Federal Reserve System was created, Con- 
gress never intended that every form of 
banking carried on under state laws should 
automatically be entitled to the previleges 
of that system. In the Federal Reserve 
Act, however, Congress extended to the 
state banks an invitation to become mem- 
bers of the Federal Reserve System un- 
der certain conditions set up by the Act 
itself and further imposed upon the Fed- 
eral Reserve Board the duty, in connec- 
tion with admitting state banks as mem- 
bers, to consider “whether or not the 
charter powers exercised are consistent 
with the purposes of this Act.” Pursuant 
to this duty, the Board has set up certain 
standards which must be conformed to be- 
fore a state bank can become a member 
of the Federal Reserve System. 

Can any one with reason maintain that 
such conditions as Congress may see fit to 
impose upon the state bank members of 
the Federal Reserve System constitute a 
violation of the rights of states? Can 
the proposition be seriously questioned that 
Congress has no right to make such con- 
ditions? Certainly not. It is conceded that 
Congress has the legal right to make any 
condition it may see fit for the voluntary 
entrance by the state banks into the Fed- 
eral Reserve System. Congress cannot 
compel them to come in. It can only in- 
vite them. Furthermore, it will be con- 
ceded that Congress has also the moral 
right to make any condition upon the mem- 
bership of state banks which, in the opin- 
ion of Congress, is necessary to preserve 
proper banking standards within the Fed- 
eral Reserve System. Congress can force 
such conditions upon the national banks 
through its power to dictate their charter 
powers. 

This is exactly what the House of Rep- 
resentatives did when it passed the Na- 
tional Bank Bill last winter. Section 8 
changed the charter powers of the national 
banks. Section 9 is simply a new condi- 
tion of membership upon the state member 
banks. Both sections enunciate the same 
policy and set up within the Federal Re- 
serve System the same standard of bank- 
ing. They are based upon the assumption 


‘that state-wide branch banking is unsound 


and puts our whole banking system in 
danger. To those who believe as I do, 
state-wide branch banking will eventually 
lead to monopolistic control over the credit 
facilities of an entire state and will in the 
course of time run out of business all of 


‘tive and direct benefit. 
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the rural unit banks, both state and na- 
tional. When a branch banking system be- 
comes fully developed in any given state, 
the business and industrial activities out- 
side of the large cities will be at the mercy 
of a few large city banks. This is what 
former Comptroller Dawes called “ab- 
sentee banking.” 


Strength of Independent 
Banking 


HE economic development of _ the 

United States has been a marvel to the 
entire world. This great progressive de- 
velopment in all lines of business endeavor 
and civic improvement has been financed 
by the independent local unit banks. Credit 
facilities have been extended in each par- 
ticular community by directors of banks 
living in that community and participating 
in its affairs. This has been a natural 
growth under a system of banking which 
is peculiar to the United States but cer- 
tainly under a system which has shown a 
vitality and adaptability unparalleled in the 
financial history of any other country. 

It is needless for me to go further into 
the question of why state-wide branch 
banking is undesirable because I am ad- 
dressing these words primarily to those 
who are in agreement with me in this posi- 
tion. The real question, which I am in- 
terested in clearing up, is that of state- 
wide branch banking within the Federal 
Reserve System. The Banking and Cur- 
rency Committee. of the House, after a 
most careful consideration and after pub- 
lic hearings at which both the branch bank- 
ers and the anti-branch bankers were 
heard, unanimously agreed that it would be 
an unwise national policy to permit the 
national banks to engage in state-wide 
branch banking in any state, and that, 
therefore, in order to preserve the equilib- 
rium between the national banks and state 
banks within the Federal Reserve System, 
and to preserve that system from the pos- 
sible domination by a few powerful branch 
banking institutions, it was necessary to 
impose a new condition of membership, 
the prohibition of the further spread of 
branch banking in that system. The lang- 
uage of Section 9 embodies this policy. 

The only real issue here involved is the 
conflict between national and state policy 
with reference to banking. A few states 
have expressed a policy favorable to state- 
wide branch banking. Section 9 expresses 
a national policy in direct opposition. The 
national policy should prevail. The state 
banks in such states .will have to choose 
between branch banking and the Federal 
Reserve System. The state banks are free 
to remain out of the Federal Reserve Sys- 
tem and exercise whatever charter powers 
the state legislature may give them. Even 
after they become members of the system 
and meet the conditions required by the 
Federal government for membership they 
may upon thirty days’ notice withdraw 
whenever they see fit. They are only vol- 
untary members of the System but the im- 
portant fact must not be lost sight of that, 
in becoming members of the Federal Re- 
serve System, the state banks receive a posi- 
The privilege of 
being a member of the Federal Reserve 

(Continued on page 368) 
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Florida Bankers—Minding Their 
Business and Going Along 


By JAMES H. COLLINS 


Miami Clearing House Association Figures Suggestive of the 
Rapid Growth. No Miami Bank Will Be Adequately Housed 
Until New Building Programs Are Completed. “Loans and Dis- 
counts” Small Because Banks Are Keeping Out of Speculation. 


OME years ago, a stockbreeder friend 

of mine, visiting Florida, was so 

amazed by the native razorback hog 

that he tried to ship an uncouth speci- 
men to his Corn Belt swine show—unfor- 
tunately, the animal died in transit, probably 
of cold or a broken heart. 

Now, it isn’t a happy comparison at all 
—but by way of showing other sections of 
the United States what has happened to 
Florida banking, I would like to pick up 
a Miami financial institution bodily, during 
business hours, and set it down anywhere 
in the United States outside the state of 
Florida. 

It would be a real sight for bankers 
and business men—the lines of depositors 
before tellers’ windows, the knots of visi- 
tors waiting to consult every officer, the 
number of employees it is possible to crowd 
into a given working space when necessary. 

A curious sight, and also a dangerous one. 
For a Miami bank during business hours 
more nearly resembles a bank in the excite- 
ment of a run than anything else I can 
think of in the world of finance—unless it 
be the big transfer agencies in New York 
after a three-million-share day on the Ex- 
change. This is true, to a lesser degree, of 
banks in West Palm Beach, another great 
real estate trading center. In other sections of 
Florida banking has been forced to expand, 
and bankers sincerely believe they have had 
a phenomenal increase of deposits, and that 
they are busy to the point of distraction. 
But the banks of Miami had, by June 30, 
1925, just about half the total increase of 
resources for the whole state of Florida the 
past twelvemonth. Roughly, Florida banks 
showed a gain of $183,000,000, and Miami 
banks $93,000,000. Since then, there has 
been a tremendous further gain, and the 
coming winter is likely to see more records 
broken. 

Read this statistical story in the figures 
of the Miami Clearing House Association, 
which started January 1, 1924, with clear- 
ings for that month of $15,501,644: 
$212,353,780 
141,736,674 
746,170,856 


14,468,896 
124,464,044 


Clearings entire year 1924 
Clearings January 1 to September 30, 
1924 


amber 1 to September 30, 1925.... 
Month’s clearings September, 1924.. 
Month’s clearings September, 1925.. 
Day’s clearings September 30, 1924.. 587,303 
Day’s clearings September 30, 1925.. 4,204,510 


The Billion Dollar Mark 


igre is plainly headed for the billion- 
dollar mark this year, and with a 
present population exclusive of winter vis- 


itors probably in excess of 150,000 (some 
estimate 250,000 with recent enlargement 
of city boundaries) has clearings compar- 
able with those of New Orleans, Cincinnati 
and Minneapolis—they ought to run around 
half the 1924 figures of these much larger 
Cities. 

Here is the picture in the deposit figures 
of individual banks: 

October 

Clearing House Banks 10, 1924 
Bank of Bay Biscayne.. $11,780,022 
First National Bank.... 11,825,339 
First Trust and Savings 


Bank 2,016,792 
Miami Bank and Trust 
5,282,358 


Compan 

Biscayne Trust Company 504,145 2,305,582 
Commercial Bank 

1,008,234 14,570,490 

1,477,230 


Trust Company 


Tamiami Banking Com- 
$32,416,892 $175,181,088 


September 
28, 1925 
$57,713,440 
63,089,687 


4,029,813 
31,994,662 


Non-Clearing House 


anks 
Bank of Buena Vista... 
Bank of Cocoanut Grove 298,074 
Bank of Little River.... 192,653 
Bank of Allapatah be 
Bank of Coral Gables.. 


$730,590 


$239,863 $2,226,412 


1,800,977 
1,634,881 

485,674 
2,224,149 


$8,372,095 

*Not in existence. 

The non-clearing house institutions are, 
chiefly, suburban banks. In the whole Mi- 
ami district there has been a gain in de- 
posits, during nine months of 1925, of ap- 
proximately 450 per cent. 

For the whole state of Florida, I have 


William R. McQuaid, president, the 

Barnett National Bank, Jacksonville, 

Fla., president, Florida Bankers 
Association 
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only the Comptroller’s statement of June 
30, which shows total resources of $362,- 
000,000 for 1925 against $179,000,000 the 
previous year. Of this, individual deposits 
were $93,000,000 in 1924, and $228,- 
000,000 in 1925, while savings deposits were 
$10,000,000 in 1924, and $20,000,000 in 1925. 
Loans and discounts were $106,000,000 in 
1924, and $193,000,000 in 1925. The num- 
ber of banks showed no marked increase in 
institutions, being as follows: 

1924 
State banks—commercial 197 
Trust companies 
Savin, 2 
Specia 2 

245 

Later figures will, of course, show greater 

gains for the state, but in my opinion noth- 
ing comparable with the phenomenal growth 
of banking business in the Miami district. 
Landing in Miami by boat from New York 
in July, I have been in touch with that 
city several months, and also motored over 
the state, visiting representative sections. 
Everywhere, Florida communities were mar- 
velling at the throngs of visitors present, 
greater numbers than had ever before been 
known in the height of the winter season. 
But to leave Miami or West Palm Beach 
and go elsewhere was, comparatively, to 
retire to a quiet village for a breathing spell. 
In one Florida city my host, born in the 
place, remarked in the principal drug store, 
“My, there are a lot of strangers in town 
—why, I don’t know half a dozen people 
here, and I usually know everybody!” At 
that moment, in Miami, pedestrians were be- 
ing arrested and fined for stopping to talk 
on the sidewalks in certain congested 
blocks. 


Banks in Housing Enterprises 


—— difficulties created by such expan- 
sion were many. 

Outside money began pouring into Miami 
early last summer, at a time when business 
usually slackens in a community whose chief 
industry is “climate’—an industry, inci- 
dentally, that requires an enormous physical 
plant and investment. There is some dis- 
pute about the outside money, because Mi- 
amians maintain that it was an orderly 
movement of capital attracted to finance a 
much-needed building program, while others 
view it as money brought by newcomers 
who were eager to speculate in Florida real 
estate. However that may be, thousands of 
new bank depositors did materialize. The 
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very first step was opening a checking ac- 
count. Pressure upon bank staffs was im- 
mediate, and officers met it, at the outset, 
by adding more employees. 

But enough competent workers were not 
obtainable at first. Soon working space was 
at a premium, emergency quarters being 
rented, galleries built—no Miami bank will 
be adequately housed until new building 
programs now under way are completed. 
Miami itself became crowded, and it was 
soon difficult for employees to find places 
to live on their salaries—today the banks 
are in housing enterprises, providing dor- 
mitories and apartments for their folks. 

Mechanical equipment was augmented as 
well, so that Miami stands among the half 
dozen largest cities in the country in sales. 

The banks, moreover, discovered that cer- 
tain comfortable courtesies peculiar to the 
South, such as permitting checking against 
savings accounts, were of questionable value. 
At least one Miami institution has abol- 
ished this without difficulty, and generally, 
the banks of this city are modifying such 
customs and methods to conform to “big 
town” banking. 

“Have the Florida banks been able to 
meet the demand upon them for loans?” is 
a question often asked by bank men. Frank- 
ly, I do not know why, but the answer is, 
that the real estate “boom” has brought 
nothing unusual in the way of loans. De- 
mand for loans—yes! That begins with 
the opening of the new account, the depos- 
itor asking to be permitted to check against 
money, represented by his own check, on a 
bank one to two weeks distant in collection 
time. It has been necessary to decline these 
“unconscious” loans, of course—they would 
have run into millions. Many an individual 
and business concern with credit at the Flor- 
ida banks could use loans to finance real 
estate operations—but the Florida banks 
are not lending for such purposes. 


“Loans and Discounts” Small 


N fact, the item “loans and discounts” in 

Miami bank statements is surprisingly 
small. Sound commercial loans are made. 
as usual, to business concerns—even to 
many of the sound real estate concerns 
which require capital for the necessities of 
doing business, instead of financing invest- 
ments. Rather oddly, many business con- 
cerns have switched from other lines to real 
estate, often as a matter of necessity—as an 
example, a large produce shipper, foreseeing 
that there will be much smaller crops by 
reason of agricultural land being cut into 
lots, is active in real estate, and a conserva- 
tive operator. Miami’s building operations 
this year (1925) will run to at least $90.- 
000,000, and have created a demand for con- 
struction loans and other financing incident 
to building. 

Miami banks are large lenders of New 
York call money, and investors in com- 
mercial paper, bonds and other quickly con- 
vertible securities, for it is realized that the 
very nature of the growth in deposits re- 
quires that assets be kept liquid for emer- 
gencies. Nobody has any definite expecta- 
tion of an emergency, but the new money is 
being kept liquid and ready, and Florida 
banking, so far as I have investigated it, 
seems to be of this conservative character. 
The prospect of a “crash” is often dis- 


cussed in connection with the Florida ex- 
citement, even by Floridians. Some adjust- 
ment of land values there must be, eventu- 
ally. Even if it took the form of a col- 
lapse of business in Florida, however, there 
would be no “crash” in the banks. John 
Smith may involve himself in real estate to 
the point of ruin, but the banks are scrupu- 
lously seeing to it that he does not involve 
them. 


Bankers and Real Estate 


N Tampa, a friend of mine found what 

seemed a rising piece of land. He needed 
$800, and went to his bank, for the first 
time asking a loan. 

“T don’t know where your real estate is,” 
said the bank president, cordially, “but you 
can have the money, because I know that 
your business, your home and your position 
in this town make you good for it. I’ll lend 
you the money because I know you can’t get 
away from Tampa.” 

Now, take a discount off that for friendly 


banter, and it is a fair statement of Florida 


banking policy in such circumstances. 

“Escrow Department” is prominently 
placarded in Florida banks, and thousands 
of real estate deals are thrown into escrow, 
a convenience learned from California. 

“You can buy a piece of property in five 
minutes,” says a Miamian, “but it may take 
six weeks to sell, even after you find a cus- 
tomer. The fellow who’s ‘willing to buy 
may have his money tied up, or questions of 
title arise, or other delays occur.” 

This being so, whenever experienced 
traders find delays after their bargain is 
finished, they put property and money into 
escrow at a bank, the actual passing each 
way to be made by the bank when all dif- 
ficulties have been cleared up. This ser- 
vice, rendered for reasonable fees, and giv- 
ing legal and other protection, is more and 
more used, and will bear study by bankers 
wherever real estate activity develops. 

Trust business is growing rapidly in 
Florida. There is a widespread belief that 
the state’s laws exempting capital from in- 
come and inheritance taxes is bringing 
money in. In my opinion, the expansion of 
Florida is the biggest factor. Millions are 
being transferred to legally escape taxes, 
true, but they are nothing compared with the 
thousands, and even hundreds, brought by 
people of small means who are coming to 
settle and live—folks who may be originally 
drawn by the dream of a fortune, but who 
will stay to farm, earn wages or salary, or 
enter business. 


How Long Will It Last? 


HIS brings us to the question, “How 
long will the Florida boom last? 

In Florida, at the moment, there is grave 
concern about “organized propaganda 
against Florida in the North.” Banks and 
realty men in a good many cities have ac- 
tually warned their fellow-citizens, in news- 


‘paper advertisements, against going to Flor- 


ida, or investing in Florida land. As ques- 
tionable promoters are offering questionable 
Florida land to people who have never seen 
Florida, and may never see what they buy, 
the warnings are often necessary—though 
perhaps more likely to stimulate interest 
than inspire caution, on the well known 
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principle of the futility of saying “Don’t.” 

Many Florida communities would be bet- 
ter today if no more people came for a 
time—they would have breathing spells to 
catch up with their housing and transporta- 
tion needs. Land prices over the whole 
state have risen magically the past year, so 
that no hamlet or crossroads is without its 
“developments” and its enthusiastic realtors. 
Many of the prices are hopes rather than 
values, however, and it does not seem pos- 
sible that even the great population of this 
country can build and occupy all the sub- 
divisions that have been laid out within a 
period of years that will make prices real 
values. 

Yet, Florida was here before the boom, 
and it was always growing to a degree that 
made the five-year appreciation of property 
on the outskirts of any of its communities 
a most profitable thing. Florida will be here 
even after a collapse, if there is one, and it 
will still be growing, because its attractions 
are real. Florida not only grows, but in de- 
cidedly faster ratio than the average Ameri- 
can community, because it makes a strong 
appeal to the rest of the country, and has 
characteristics found nowhere else in the 
United States. Florida not only grows, but 
in favored regions like the lower East Coast, 
its growth creates rises in property values 
that approach the fairy story in wonder. 

“In the past twenty years,” said a Miami 
bank executive who has lived in that city 
since 1898, “I have been visited by hundreds 
of bankers from other parts of the country, 
and have shown them property that had 
risen, and was still rising, at hundreds, and 
sometimes thousands per cent in the five- 
year period. Admitting that such things 
might be, my banker friends have always 
concluded with, ‘Well, Mr. R— , you 
know, I’m conservative.’ In all that time 
I have been a banker myself, kept out of 
real estate personally, and yet seen values 
rise right under my nose, in many cases 
against my own judgment. After twenty- 
odd years of it, I have come to say, under 
my breath, ‘No, you’re not conservative, my 
friend—why don’t you be honest with your- 
self, and call it stupidity?” 


Banking Problems Met 


Y own confidence in Florida’s orderly 

growth, based on frequent visits the 
past dozen years, is such that I would will- 
ingly invest far more money than a poor scribe 
is ever likely to possess, in chosen property 
in the five-year line of growth, and wait 
unworried for my profit. This can be done 
in dozens of Florida communities, and both 
the appreciation in value and the rate of 
return would make bonds look like ques- 
tionable investments. Present dealing in 
Florida, however, is not of that kind, but the 
quick turning over of property for quick 
profit. Yet even at the speculative prices, 
I believe, much of the property could be 
quietly bought and withdrawn for the five- 
year rise, and make the speculative profits 
look small. It has been quietly done in 
many Florida communities the past twenty 
years, and will be done during the coming 
twenty. ‘ 

Wherefore, the question, “How long will 
it last?” is answered by the state’s solid at- 
tractions and resources and growth. The 

(Continued on page 385) 
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Paper Money May Be Reduced 


In Size 


By REUBEN A. LEWIS, JR. 


Notes Approximately One-Third Smaller Than the Present 
Issues Would Result in Substantial Savings in Production. 
Treasury Officials Make Study of Whole Problem of Supplying 


More Economical Currency. 


serious 
in the 


HE Treasury has under 

consideration the reduction 

size of all the paper money. 

Since the early days of the Civil 

War the dimensions of the currency—ex- 

cepting the fractional issues—have not been 

changed. The changes in the designs ap- 

pearing on the bills and notes have been 

without number and the style of the dis- 

tinctive paper has been altered but the size 
has remained undisturbed. 

Just now, however, a committee of twenty 
experts, working under the direction of 
Assistant Secretary of the Treasury Dewey, 
is studying ways and means to provide the 
people of the country with a better and 
more economically wrought supply of cur- 
rency. Among the proposals under con- 
sideration is a plan to reduce the size of 
the paper money by approximately one- 
third, so that the dollar bill will be about 
one and one-fourth inches shorter and one- 
half inch narrower. The question of re- 
ducing the size of the currency is, however, 
only one angle of the study that the ex- 
perts are making. 


Making Money Costs Money 


Gone money-making business—in the most 
literal sense—has become a big industry 
among the Federal activities. It is costing 
the Treasury nearly eight million dollars 
annually to issue and retire the bills that 
are manufactured at the Bureau of Engrav- 
ing and Printing at Washington. Providing 
the one dollar bills, alone, entails an ex- 
pense of five million dollars. Furthermore, 
the clamor of the public for the notes of the 
$1 denomination shows no sign of abating. 
On the contrary, the banks report a growing 
demand for one dollar bills. During the last 
thirteen months, 40,000,000 dollar bills were 
added to the number in use so that there 
were 421,000,000 dollar bills outstanding on 
September 1. 

The facilities that the government has for 
turning out paper money are not unlimited. 
The Bureau of Engraving and Printing has 
been so taxed during the post-war period to 
turn out a sufficiently large amount of 
paper money that it has been forced to put 
“green” and unaged dollar bills into circula- 
tion, knowing that their life would be short 
and costly to the government. Only during 
the past few months has the Treasury been 
able to make any headway in accumulating 
a reserve stock of paper money, when it has 
long been recognized that money ought to 


be seasoned before it is put into circula- 
tion and there ought to be a reserve stock, 
consisting of at least a month’s supply. 

To hold the demand for dollar bills within 
bounds, the Treasury tried—but in vain— 
to get the people to accept a substitute. It 
sought to revive the use of the silver dollar 
—but the public declined to carry the 
“cartwheels” in their pockets. When the 
silver dollars were put into circulation, they 
rolled right back into the banks. An effort 
was made to popularize the two-dollar bill, 
but the results of the campaign are as yet 
in doubt. The demand for the dollar bill 
is unmistakable—so the Treasury must shape 
its plans to meet it. 

While the production of enough paper 


New Money? 


OW many of us have ever 

thought that there was any- 
thing wrong with the size of our 
paper money? 

If the size should be slightly 
changed, how many of us would 
cling to the old or present size 
and try to reject the new. 

Manufacturing money is like 
manufacturing any other thing 
of value calling for a high grade 
of skill, costly mechanical equip- 
ment and raw material which 
must not vary in quality, in that 
those charged with its manufac- 
ture are from time to time im- 
pelled to consider economies. 

Just now government officials 
at Washington are considering 
the advisability of reducing the 
size of our paper money, thereby 
making a great annual saving. 

But what a private imanufac- 
turer may do out of hand, tf tests 
prove the course to be wise, is 
quite another story in the matter 
of money. 

The many inter-related prob- 
lems in the way of a change in 
the size of our paper money are 
described in the accompanying 
article. 


Advantages Indicated in Change 


money to meet the commercial needs of the 
country and satisfy the demand for cleaner 
bills has been a vexing matter in the past, 
the question of output is not the primary mo- 
tive that is spurring the Treasury on in its 
investigations. The object is to get a better, 
cheaper and improved paper currency. The 
attitude of the government officials, who 
have to deal with the various angles of the 
supply and retirement of the steel engraved 
bank notes, is that surely some improvements 
can be made with the greater perfection of 
the engraving art and the change in the 
spending habits of the people. 


Savings in Smaller Sizes 


is the big idea behind the pro- 
posal to cut down the size of the paper 
money. If the bills are reduced one-third, it 
is obvious that the outlay for the special 
kind of distinctive paper will be about one- 
third less. This item, alone, might justify 
the step because the Treasury has been pay- 
ing over $1,000,000 annually for the spe- 
cially manufactured linen paper, with those 
little red and blue silk fibres, that is used 
in the making of our notes. There might 
be a slight saving in supplying the plates 
from which the engraved notes are printed 
and, of course, less ink would be used. 
Whenever there is a change in the manu- 
facture of anything, the price of progress 
includes the cost of scrapping or altering 
machinery. One of the important phases of 
the present study is considering just what 
the reduction in the size of the currency 
would do to the presses and the mechanical 
equipment that have been perfected in the 
Bureau of Engraving to turn out the 
notes. If the change should require the 
wholesale scrapping of the equipment, there 
would be scant chance of the government 
adopting it. However, those who are fa- 
miliar with the mechanical side of producing 
the paper money now see no insuperable bar- 
riers to clear—but the experts have not 
made their report and no one is in a position 
to say just what the shift would involve. 
Perhaps the most revolutionary change 
undertaken in the history of the Bureau of 
Engraving was made a short while ago when 
power presses were installed to replace the 
old hand presses. Under the present me- 
chanical arrangement eight notes are printed 
by one impression of the power presses. If 
the plates were reduced one-third in size, 
it is probable that twelve, instead of eight 
bills, could be printed at one time. If this 


AMERICAN BANKERS ASSOCIATION JOURNAL 


Many times the Bureau of Engraving had to work day and night to meet the country’s 
demand for paper money 


could be done, it is obvious that the paper 
money could be produced more cheaply. 

It is believed, too, that the smaller bill 
would have a longer life than the present 
dollar bill. In the Philippines, the peso note 
is never folded more than once. The dol- 
lar bill is generally folded several times 
and this practice more than the ordinary 
wear and tear causes it to become unfit for 
circulation. A small bill might go a long 
way toward changing the money handling 
habits of the Americans and, if this change 
could be wrought, it undoubtedly would add 
to the savings of the government. 

There are possibilities of other economies 
also. Being smaller, the bills would occupy 
less vault space. When wrapped for ship- 
ment, they would weigh about one-third less 
and this would result in materially lower 
carrying charges. In addition there would 
be a material saving in transportation 
charges. 


Not a New Proposal 


HILE a reduction in the size of the 

United States paper money would 
be a revolutionary step and would be felt by 
every inhabitant of the United States, there 
is nothing new in the proposal. Indeed, 
Secretary of the Treasury Franklin Mac- 
Veagh, who served during the Taft admin- 
istration, approved a plan in 1912, calling 
for the reduction in the number of note 
designs from nineteen to nine and a reduc- 
tion in the size of all notes from 7.28 
inches by 3.04 inches to bills measuring 6 
inches by 2.5 inches. Original dies were 
engraved and models of the nine denom- 
inations were formally approved. But be- 
fore Secretary MacVeagh could put his plan 
into effect there was a change in Adminis- 
tration. Then came the establishment of 


the Federal Reserve System that introduced : 


several new currency issues. After this 
major financial change came the world 
war. The Bureau of Engraving operated 
feverishly and went on a day-and-night 
schedule at times to put out the millions of 
Liberty bonds, produce enough currency to 


take care of trade transactions based on the 
rising level of prices and keep up with its 
various other sidelines, many of which are 
scarcely known to the general public. So 
the proposed changes were indefinitely post- 
poned. 

Secretary MacVeagh’s administration dug 
rather deeply into the problem of currency 
manufacture. He was responsible for intro- 
ducing the practice of laundering currency 
and reissuing it. He installed the first of the 
power presses in the Bureau of Engraving, 
replacing the picturesque, but obsolete, hand 
presses with the more modern equipment. 
He gave his approval to the suggested re- 
duction in the size of the notes, after 
a committee, composed of the Treasurer of 
the United States, the Director of the 
Bureau of Engraving, the Chief of the Di- 
vision of Loans and Currency and the Chief 
of the Secret Service, had made an inten- 
sive study of the matter and had urged this 
as a further step in the direction of Federal 
economy. It was estimated that a saving 
of $612,000 annually could be made. 

The Secretary of the Treasury is clothed 
with authority to change the size of the 
paper money without referring the matter 
to Congress, so Secretary MacVeagh could 
have taken this action had he chosen to 
do so. 


Philippine Money the Model 


A first blush, the proposal to cut down 
the size of the paper currency by one- 
third might give rise to the thought that 
such a small bill would be impractical, and 


inconvenient. It is not a rash or untried 
experiment. The peso certificates of 
the Philippines are just two-thirds as large 
as the United States dollar bill and have 
been in circulation since the days that the 
Philippines became an insular possession of 
this country. No complaint has been made 
against the Philippines’ paper currency, 
which may serve as a model in size for 
the foster country, but instead it has been 
found to be of a most convenient size. 
From the practical standpoint, it has been 
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suggested that the smaller-sized notes could 
not be handled by tellers and cashiers as 
quickly. The Treasury conducted a number 
of actual tests to determine the relative ease 
of handling and established that any of the 
three most general counts could be made 
just as fast—even when the bills were cut 
in half for redemption purposes as is the 
practice when old currency is being muti- 
lated and retired from circulation. 

A comparison of the proposed smaller- 
sized currency with the paper money of 
other countries reveals that it is smaller than 
a great many notes used by some nations, 
but larger than the notes of others. It 
would be considerably larger than the new 
German rentenmark, for instance. France 
and Great Britain have no uniformity in 
the various denominations of their bank 
notes. The larger the denomination, as the 
general rule, the larger the size of the note. 
The British five-pound note impresses the 
average American as being a document 
rather than a piece of currency. 

Two other objections have been raised in 
the past. It has been contended that a re- 
duction in size would necessitate changes 
in cash drawers, money compartments and 
tills of banks and business houses; but the 
champions of the small-sized notes point out 
that this objection carries no weight, as all 
of the existing compartments readily will 
hold the new notes. It is admitted that it 
would be another story if the money was 
to be made larger. For a long time, it is 
pointed out, there will be in circulation two 
different sizes of money and it may be con- 
tended that this will be annoying and con- 
fusing. In some of the European countries, 
there are not only two different sizes of 
notes but actually a different size for each 
denomination. However, in event the Treas- 
ury should decide to introduce the smaller 
size, it doubtless would prepare a large stock 
of the new money so that it might be issued 
in such volume that not much time would 
elapse before the new notes would replace the 
historic greenbacks and familiar dollar bills. 
The public is always eager to obtain any 
kind of new money or coins and this natural 
impulse is counted on strongly to bring about 
a rapid substitution, if the reduced size is 
approved. 


The Different Angles 


HERE are a number of angles in the 

practical problems that surround the 
proposal of reforming the currency. Be- 
fore the Treasury takes its stand, the com- 
mittee of experts will go into every detail 
fully. One group is considering new de- 
signs, which will make counterfeiting more 
difficult and the cost of production lower 
by combining the various symbols and coun- 
ters. Another is considering the mechanical 
aspects of the problem to determine the 
costs involved and how the inauguration 
of the new issues might best be effected. 
A third is making a thorough examina- 
tion of the distinctive paper supply to 
ascertain if it would be possible to im- 
prove the wearing qualities of the es- 
pecially manufactured linen paper and there- 
by lengthen the life of the paper money. 
The economies that might be expected to 
result from the reform are being cast up 
and totaled by another group, while another 
is considering the contract clauses that ap- 
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pear in the legends on the paper money to 
see just how all the legalities connected with 
the issue of currency are to be met. 

There are now twenty-eight separate 
counts before a dollar bill reaches the tills 
of the banks. Perhaps a few of the inter- 
anediate checks could be dispensed with. The 
legal aspects of the various proposals are 
being carefully considered because the Treas- 
ury must be sure that it does not take any 
step for which there is not the sanction of 
law. 


Decision in Few Months 


SSISTANT SECRETARY the 

Treasury Dewey estimates that 
the experts’ report will be ready for the 
consideration of Secretary Mellon early in 
1926. This will not be the first time that 
Secretary Mellon has been called on to pass 
on the novel proposal. 

As late as 1923, the Treasury gave con- 
sideration to the reduction of the size of the 
currency. At that time it was concluded 
that the matter should be held in abeyance 
until the Bureau of Engraving and Printing 
had emerged from the pressure of work in- 
cident to the post-war operations of the 
Treasury, it being deemed desirable to 
avoid the introduction of any revolutionary 
changes in the currency structure at a time 
when the Bureau had not yet returned to a 
normal program of work. 

Conditions in the Bureau of Engraving 
and Printing have improved considerably 
since the time that the Treasury took this 
action, which was based on the recommen- 
dations of the specially appointed committee. 
The post-war rush has subsided somewhat 
and it has been indicated that the changes 


A glimpse of yesteryear in the Bureau, when hand presses were used instead of 
power presses to make our currency 


might be made without drastic changes in 
the mechanical set-up of the Bureau and 
without interference to the other work in 
which the Bureau is engaged. 

However, even if the Treasury should 
decide to take the momentous step, certainly 
a year would elapse before the new money 
would appear in circulation. Fully a year 
would be required to prepare the necessary 
dies for the various denominations because 
hand engraving is a slow and tedious process 


and there are not more than twenty-five en- 
gravers in the Bureau, who can do this fine 
work. After the dies were prepared, the 
presses would have to print the new bills 
and a large stock would have to be accu- 
mulated before the new sizes went into the 
banks for current use. In the meanwhile, 
the Bureau would have to continue to pro- 
duce the present sizes—for the wheels of 
the plant could not stop for even a short 
time. 


More Subscriptions for Educational Foundation 


INCE the close of the Atlantic City Con- 
vention, the Fiftieth Anniversary Com- 
mittee has been going ahead with its plan to 
raise a minimum fund of $500,000 with 
which to establish the Educational Founda- 


tion. State committees have been appointed 
and many of them are already at work rais- 
ing the quotas. Total actual cash and 
pledges in hand on November 1 were over 


Membership Dues 


NDER the By-Laws, dues are payable 

in advance on September 1 and the 
Constitution provides that non-payment of 
dues within three months after they are 
due (November 30) shall result in forfeiture 
of membership. A very large percentage 
of the members have paid their dues, but 
those who through oversight or other causes 
have failed to remit are urged to do 
so promptly, and thus avoid unnecessary 
correspondence and delay in completing col- 
lections. Such cooperation will be appreciated. 
A certificate-draft covering membership 
dues was forwarded to all members on Sep- 
tember 1 together with an insert for the 
membership sign. On the reverse side of 
the certificate-draft the schedule of dues was 


$482,000, while conditional promises out- 
standing indicate that the final total will be 
well over the designated half-million mark. 

Additional subscriptions for $5,000 have 
been received from Kuhn, Loeb & Company, 
of New York, and from Arthur Sachs, of 
Goldman, Sachs & Company, of New York. 
Subscriptions for $1,000 each have been 
made by William C. Potter, Guaranty Trust 


printed, but if the certificate has been mis- 
placed, members are referred to the sched- 
ule of dues on page 115 of the August, 
1925, issue of the JouRNAL. 

Seventy per cent of all banking institu- 
tions are members of The American Bank- 
ers Association and this is the best evidence 
that membership is valued. 

Remittances should be forwarded in New 
York funds direct to the American Ex- 
change-Pacific National Bank, New York, 
making checks payable to the order of that 
institution. 


Rail Merger Study 

STUDY of the railroad consolidation 

situation is to be made by the Com- 
merce and Marine Commission of the 
American Bankers Association. John G. 


Co., New York; Charles A. Hinsch, Fifth- 
Third National Bank, Cincinnati; Edwin F. 
Swinney, First National Bank, Kansas City, 
and Robert F. Maddox, Atlanta and Lowry 
National Bank, Atlanta. 

The directors of the Irving Bank-Colum- 
bia Trust Company of New York, who were 
announced at Atlantic City as giving $2,500, 
have made their subscription a round $3,000. 


Lonsdale, president of the National Bank 
of Commerce in St. Louis, has been desig 
nated as chairman of the special commit- 
tee that will conduct the inquiry. The other 
members of the committee are Robert F. 
Maddox, chairman of the board, Atlanta 
& Lowry National Bank, of Atlanta, and 
John McHugh, president, Mechanics and 
Metals National Bank of New York City. 

Mr. Lonsdale has had a wide and _ inti- 
mate experience in transportation. He 
founded the Little Rock and Hot Springs 
Western Railroad and is at present a di- 
rector of the Western Pacific. 

The special committee will go into the 
economic phases of the proposed railroad 
mergers and will look into related ques- 
tions. 
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As‘the Cartoonists View Economic Events 


f 


“Too Much to Expect.’—Halladay in 
the Providence Journal 


rai OVE YEARS PROPERTY 


“The Firebug.”-—From the Los An- 
geles Examiner 


“We Might Get Some Tips from the 


Other Fellow’s Game.”—Spang in the 
Montgomery Advertiser 


“If Europe Can Secure Him, She'll 


Soon Nab His Discontent Breeding 
Pals.”’—McCutcheon in the Chicago 
Tribune 


“And a Little Child Shall Lead 
Them.”—Orr in the Chicago Tribune 


IT. IT GOES 
UP BY ITSELF! 


“A Chance for Another Air Investi- 
gation.”—Brown in the New York 
Herald-Tribune 


“The Golden Fleece.”—Williams in 
the Seattle Post-Intelligencer 


“A Tedious Task.”—Sykes in the 
Philadelphia Evening Public Ledger 
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“In Distress.’—Orr in the New York 


Who Will Dominate in the 


of Distribution? 


By SILAS BENT 


There Are, Figuratively, Three Standing Armies in the Field— 
Chain Stores, Department Stores and Retail Merchants. Stake 
Is Retail Business Amounting to Thirty-five Billions Each Year 
and Employment of Three and One-Half Millions of People. 


EW spectacles in American com- 

mercial life are so engaging as the 

growth of chain stores. New sys- 

tems and new units spring up almost 
overnight. There are more than four thou- 
sand chains, large and small; and they have 
an annual turnover in the billions. We can 
buy anything in them from clothes to lit- 
erary classics, or best sellers; from food 
to hot water bags, from a pick-axe to the 
Ten Commandments. 

The business genius of this country, after 
devoting itself for three-quarters of a cen- 
tury to mechanical ingenuity and mass pro- 
duction, has turned at last to distribution, 
until recent years too much neglected. The 
turn is from industrial efficiency to greater 
commercial efficiency. No more important 
matter confronts the buying and selling 
public. It is estimated that fifty cents on 
the dollar we spend at retail goes for dis- 
tribution, which is mainly an intangible, 
since it consists mostly of services. To the 
extent by which chain shops lop pennies from 
that half dollar, they are important here 
and now. The pennies saved go into the 
nation’s annual surplus, and are available 
finally for productive investment. But 
chain stores—“multiple shops,” the English 
call them—have a significance just as great 
in the prospect they hold forth of readjust- 
ing the pattern of our commercial life. 

Let us consider first this matter of re- 
adjustment: Not long since I stood in a 
small New Jersey town, in the early morn- 
ing, waiting for an interurban automobile. 
The point of departure happened to be in 
front of a five-and-ten-cent store; and the 
young man who was to be the only other 
passenger gazed with strong distaste on its 
heterogeneous window display. Presently 
his emotion found vent in words. 

“Those people,” he said, with a jerk of 
his head toward the shop, “have put more 
manufacturers out of business than any 
panic we have ever known.” 

This was startling. I asked how and 
why. 

“They buy up a manufacturer’s stock for 
a year, and then, when a competitor comes 
along with a bid a little lower, they throw 
the first man over without notice. He has 
lost contact with his market. He cannot 
build up a selling staff in a day. So he is 
forced into bankruptcy. They have ruined 
many a man that way.” 

It seemed possible that in rare instances 
this might have happened. The obvious 


remedy lay in longer-term contracts and in 
the requirement of ample notice on either 
side before terminating the agreement. I 
could not believe that many manufacturers 
were so short-sighted as to neglect these 
precautions, and said so. Some chain sys- 
tems, as a fact, do part of their own manu- 
facturing. And then the real cause of my 
companion’s grievance came to light. Chain 
stores threatened his own business. They 
dispense largely with traveling salesmen, 
whose necessarily high expense accounts 
and usually liberal pay are a considerable 
factor in distribution costs. My new ac- 
quaintance was wondering what shift of oc- 
cupation the chain systems might force on 
him, some day; and perhaps he was won- 
dering, although he did not say so, what 
effect on commissions a decrease in the de- 
mand for “drummers” might have. 

Not long after this a hardware man was 
aggrieved when I objected to the price he 
was charging for a cheap pair of pliers. 

“As good a pair as this costs only twenty- 
ty-five cents in the chain shops,” I pro- 
tested. He was asking forty cents. 

“T can’t compete with those fellows,” he 
retorted. “It’s utterly impossible to meet 
their prices. They carry nothing like the 
stock I do; if you. want a good pair of 
pliers you’ve got to come to me. And 
they pay only about two-thirds as much as 
I do for the stock they carry. I don’t know 
what’s to become of the independent rétail- 
ers in this country.” ’ 


Independent Will Live 


HE had answered his own implied ques- 
tion. The independent retailer will con- 
tinue to exist because he carries a more 
varied stock, and is better able to satisfy 
those customers who do not feel the neces- 
sity of counting nickels. -There are about 
a million and a half retail establishments in 
the United States, one, let us say, to every 
twenty-four workers; and of these only 
about 65,000 are chain stores. But the 
number of retailers is estimated to be in- 
creasing nearly twice as fast as the popu- 
lation, so that undoubtedly many of the 
less efficient must go by the board in the 
face of the extraordinary expansion now 
under way in the chain systems. However 
great the misfortune this may bring in in- 
dividual cases, it is but the working of an 
inescapable economic law. The rate of 
mortality among independent stores is ex- 
tremely high; a decade ago the average life 
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was seven years; now it is but five; and 
it is clear that many of those who survive 
might thrive to much better advantage, both 
for themselves and for their communities, 
in some other activity. 


Main Channels of Distribution 


Yds E from the independent dealer, 
there are four main channels of dis- 
tribution: department stores, mail order 
houses, company stores maintained by cor- 
porations for their employees, and chain sys- 
tems. The company stores, although they 
handle the surprising total of 4 per cent of 
the country’s retail business, are not likely 
to figure in the great struggle which looms 
ahead for the other three; except that in 
time, it is conceivable, corporations may 
find it expedient to establish units of differ- 
ent chains in place of their own stores. The 
war for markets will be triangular. It 
will be between the department stores, the 
mail order houses and the chain systems. 
Indeed, it is that now. 

At present more than two-thirds of the 
nation’s retail business is in the hands of 
independents, who have a total turnover of 
twenty-four billions. The struggle under 
way is mainly an effort to capture more and 
more of this business; but it involves also 
the business already held by the competi- 
tors, and the creation of new markets. 

The department stores, doing an annual 
business of $50,000 or more, have about one- 
sixth of the retail trade, amounting to five 
and one-half billions. There are 3700 of 
them. 

The mail order houses, doing an annual 
business of $100,000 or more, have posses- 
sion of about a billion and a half of the 
business, a little more than the company 
stores. There are 1200 of these houses. 

The chain systems handle nearly three 
billions of business. They control about 
65,000 units. 


A Stake of Thirty-five Billions 


HERE we have, so to speak, the three 

standing armies in the field. The stake 
is an aggregate retail volume of thirty-five 
billions, in fifty main lines, employing three 
and one-half millions of persons. 

It is not a war to the death, of course, 
so far as the three main combatants are 
concerned, although there will be minor cas- 
ualties here and there. Mainly it will be a 
battle of the big corporation with the small 
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shopkeeper, and the casualties are to be 
expected in the latter field. The depart- 
ment stores are girding their loins with com- 
binations. In a single group there are eight 
such stores and one big specialty shop, in 
five cities, and in effect these are chain 
shops; while in another camp the Kresge 
interests have adventured into the depart- 
ment store business on a chain system in 
addition to their shops of the kind we usu- 
ally associate with chains. From these 
maneuvers one may guess at what the strat- 
egists will do during the next few years. 

The economies effected by chain store 
operation are so apparent that not much 
space need be devoted to them here. The 
first lies in large-scale purchasing, even to 
the entire output of a manufacturer; or in 
manufacturing for one’s own shops, which 
is an approach toward the “vertical” busi- 
ness enterprises popular in Germany just 
after the World War. Perhaps it is not 
too far a cry to suggest that in time the 
chain shop corporation may own and operate 
the mines or cotton fields, the forests and 
plantations from which its commodities are 
drawn, in addition to owning the mills and 
factories, as some of them do now. 

But even mass buying hath its victories 
no less renowned than mass _ production. 
Volumes bound in book cloth, printed on 
good book paper from plates, may be sold 
at a profit for ten cents when ordered by 
the half million or more. This is but a ran- 
dom instance, chosen because of its contrast 
with the $2 popular novel of today. To sell 
a volume at ten cents involves an assured 
demand, efficient production and efficient dis- 
tribution; and in the ordinary publishing 
business, efficiency is wholly lacking in each 
of these factors. The book publishing busi- 
ness is so badly managed and so ill-organized 
that it affords an excellent example to set 
against the chain system. 


Eliminates the Middleman 


. presen small chains operate only in single 
cities, whereas the large ones cover the 
country. The large ones, obviously, must 


have their regional warehouses, whence 
goods can be shipped economically to nearby 
units as needed. In some quarters an at- 
tempt has been made to compare these 
warehouses with the wholesalers and job- 
bers found in the ordinary course of com- 
mercial distribution. The difference is 
clear. For years there has heen complaint 
in this country about the middleman, much 
of it ill-founded; but certainly one of the 
main purposes in the formation of chain sys- 
tems is to eliminate the expenses middlemen 
involve. 

Quantity buying is accompanied by quan- 
tity selling, of a character to make the head 
of the independent retailer a little dizzy. 
The turnover in most chain shops is extra- 
ordinarily rapid; and in some of them self- 
service, which means a further elimination 
of ordinary distribution cost, is the order 
of the day. Almost without exception, it 
is a cash and carry business, resulting in ad- 
ditional economies. 

There is the further saving effected 
through standardization. A fully stocked 
independent grocery store in a large city 
carries about 6000 items; in a town of 5000, 
about 2500 items. The usual range of chain 
groceries is from 2000 down to 500 items. 


The Woolworth Building—A _ tower- 
ing monument in New York to the 
chain store idea. 


The enormous economy in warehousing and 
investment is at once apparent. This meth- 
od of carrying but a few brands of one 
item, so that the customer has but a nar- 
row range of choice, has been a cause of 


frequent complaint. It is but another sign 
that the various methods of distributing 
goods will in time find their own level, and 
that none of those now in existence is likely 
to perish from the earth. But in the pro 
cess of seeking new levels there will be a 
vast shifting of sales, a readjustment of 
capital investment. 


Comparable Change in 
Manufacturing 


HE process already under way is mw 

dissimilar to that which, in the last 
half of the Nineteenth Century, convert: 
manufacturing from a business of smal! 
independent units into a field dominated— 
although small units still survived—by cor 
porations of national scope and immenst 
capital. In the Twentieth Century like 
changes are taking place in the retail field 
although they have been most marked dur- 
ing the last ten years. It is true that the 
Great Atlantic and Pacific Tea Company 
began sixty-seven years ago to distribute its 
commodities through stores so closely inte- 
grated that they might well be called chain 
shops; but it was a long while before Amer- 
ican business to any great degree stopped. 
looked and listened. 

As a rule the chain stores, starting from 
small investment, have thriftily turned 
back their profits into the business as they 
went along, establishing a new unit here and 
another there, without asking for outside 
financial assistance. Few of them have 
turned to public financing until after they 
had become firmly established, and invest- 
ment bankers seem to regard this as the 
wiser course. Some of the bigger chains 
now number their stockholders by the thou- 
sands, as do the railroads; and some of them 
are ranked among the “aristocrats,” so far 
above par do their stocks stand on the ex- 
changes. Not so long ago one of them fin- 
ished writing off its books $50,000,000 of 
good will, thus squeezing from its stock the 
last drop of water. It was done by degrees 
over a period of three years. But this com- 
pany did not call in the investment bankers 
until it had gross sales of sixty millions and 
a highly trained executive personnel. In 
cases where sudden expansion has beer 
sought, through public financing without 
some such background of experience and 
training, there have been several conspicu- 
ous failures. 

Twenty of the larger chains, whose stock 
is on the markets and whose aggregate capi- 
talization is well above a billion dollars. 
have annual sales even greater than their 
capitalization and are paying on their com- 
mon stock alone more than $75,000,000 a 
year. 


The Shadow of a Man 


EARLY every chain system, large or 

small, is the shadow of a man who be- 
gan with little or no capital. Probably no 
phase of American business offers better 
proof of the opportunities awaiting indus- 
try, shrewdness and vision in this country. 
Grocery, drug and tobacco chains have been 
the most spectacular in their growth; the 
Atlantic and Pacific, with more than 10,000 
shops, is the greatest of them all. It owns 
a can factory and eleven bakeries, and has 

(Continued on page 383) 
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National Bank Real Estate Loans 


By LEWIS ALEXANDER 


Adoption of One Feature of McFadden Bill, Sanctioning Five 
Year Loans on Improved Realty and Farm Lands Will Make 
Vast Amount Practically Available for This Use. Will Afford 
a Profitable Outlet for Investment of Country Bank Funds. 


HE national banks, under the pres- 

ent law, are empowered to devote 

as much as one-third of their time 

deposits—or nearly two billion dol- 
lars—to loans for a period not exceeding 
one year on improved urban real estate and 
tarm property. But, with this huge sum 
available, their total real estate loans out- 
standing do not amount to a third of the 
amount they might lend. 

One reason for the relatively small sum 
loaned on real estate security is the pro- 
vision in the law which places a one year 
limit on the loan. This restriction makes 
the extension of loans on real estate by the 
federally chartered banks impractical be- 
cause borrowers are disinclined to make a 
mortgage for such a short period, due to 
the cost of appraisement and examination of 
title, coupled with the uncertainty of an- 
nual renewals. 

How seriously this handicap has _ re- 
stricted the eight thousand national banks 
in their operations may be indicated by the 
fact that all of the real estate loans out- 
standing on June 30, 1925, amounted to. just 
$636,798,000. The time deposits aggregated 
$5,924,658,000 on this date—so a total of 
$1,974,886,000 might have been used, had 
the judgment of bankers so dictated, in 
making loans on this type of security. 

One of the fifteen changes that the Mc- 
Fadden bill proposes to make in liberalizing 
and modernizing the charters under which 
the national banks are operating is a pro- 
vision that will extend the time limit on real 
estate loans to five years. This amend- 
ment will vastly extend the marketability 
of the banks’ funds in the real estate mort- 
gage field, and it will actually release the 
greater part of the two billions for loans 
that can be readily made in all parts of the 
country. 


Comptroller of the Currency re- 
gards the proposal as one of the out- 
standing changes to be wrought by the pas- 
sage of the McFadden bill. It is believed 
that more than 90 per cent of the eight 
thousand banks in the national system will 
be able to take advantage of the changed 
conditions that the passage of the bill would 
bring. At the present time, a national bank 
enjoys the right of making loans on im- 
proved city real estate and improved farm 
lands, within the Federal Reserve district 
or within a hundred miles of its main office. 
However, the loan cannot be made for 
more than one year. This limitation is so 
severe, that, as a general rule, the national 
banks have had to leave this field largely 
to the state banks or to other agencies. 
From the standpoint of the banks, the 
new authorization will give the country 


banks a profitable outlet for their funds. 
It will permit the national banks in the 


larger cities to put out a considerable part ~ 


of their deposits into the active field of real 
estate loans on improved property. 

When the national banking system was 
set up, it was contemplated that the banks 
would be strictly commercial banks. There 
was no provision, at the outset, for the 
handling of savings deposits, but years later 
they were permitted to open up savings de- 
partments. How far this movement has run 
is indicated by the figures of the Comptroller 
of the Currency, which show that, on June 
30, last, there were 4558 national banks 
which maintained separate savings depart- 
ments, having deposits of $4,558,899,000. 


Congress Sanctions Loans 


| apie ESTATE loans by national banks 
were not sanctioned by Congress until 
the passage of the Federal Reserve Act, 
when these institutions were given the right 
to make loans for one year under first mort- 
gages on improved real estate or improved 
farming property. 

The condition of the banks, as revealed 
by the bank call on last. June 30, shows that 
$122,214,000 had been loaned on farm lands 
and $269,247,000 on other real estate. In 
addition to these approved loans, more than 
$200,000,000 in loans outstanding represented 
advances secured by liens on realty. 

As security for debts previously con- 
tracted, the national banks had paper ag- 
gregating $123,332,000 on farm loans and 
$81,874,000 on other real estate. Generally 
the mortgages on this property were given 
to the banks by customers, who found them- 
selves unable to pay off the loans that they 
had previously contracted and gave first 
liens or second mortgages on real estate to 
satisfy the banks. Thus a goodly percentage 
of these loans are “distress loans.” 

Loans, secured by real estate mortgages 
or other liens on realty not in accordance 
with Section 24 of the Federal Reserve Act, 
were outstanding to the extent of $40,131,000 
—$10,334,000 on farm lands and $29,797,000 
on other real estate. All of these classes 
of real estate loans total $636,798,000, 
which represents the activity of national 
banks in this field. 

Despite the severe one-year limitation, the 
national banks are managing to put a good 
part of their funds into real estate loans. 
While they can not formally enter into a 
loan for a period of longer than one year, 
many of the national banks make one-year 
loans with the understanding that these will 
be renewed from year to year. There is 
nothing binding about this arrangement, 
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however, and it is not as satisfactory as 
if banks legally make loans for a period 
of five years. Surmounting the present 
handicaps to a certain extent at least, the 
national banks during the past fiscal year 
increased the volume of their one-year loans 
on farm lands by $6,203,000 and increased 
the loans on other real estate—principally 
improved city property—by $80,350,000. 


Sitio present law permits national banks to 
loan an amount up to one-fourth of their 
capital and surplus, or one-third of the total 
time deposits on the security of improved 
real estate. The McFadden bill, as it was 
passed by the House of Representatives, left 
these percentages undisturbed. After the 
Senate Committee on Banking and Currency 
had held hearings on the bill, it decided that 
the national banks might safely loan up to 
half of the total time deposits on the security 
of this type of real estate and the bill was 
thus amended to permit freer lending. It 
was never contemplated that the banks 
should be permitted to loan demand, deposits 
on real estate, however. 

This particular feature of the McFadden 
bill met with little or no resistance in the 
House of Representatives. In the Senslfe 
committee, Senator Fletcher, of Florida, and 
Senator Phipps, of Colorado, raised the 
question during hearings as to advisability 
of allowing national banks to make this type 
of loans but upon being assured that the 
Comptroller of the Currency favored the 
provision and no objections had been cited 
by other authorities to it, they did not press 
any objections. C. A. Hinsch, president of 
the Fifth-Third National Bank of Cincin- 
nati and former president of the American 
Bankers Association, urged the Senate com- 
mittee to approve the making of real estate 
loans for the five-year period, to an extent 
of half of the time deposits and other bank- 
ers expressed the opinion that the making 
of these loans would not result in frozen 
assets. 

Should the McFadden bill pass Congress 
in the form that it was reported to the Sen- 
ate, national banks now might loan half of 
their time deposits on improved real ‘estate, 
or a total of around $2,962,329,000—if all 
of the banks availed themselves of the priv- 
ilege to the limit. This would make more 
than $2,300,000,000 available for these loans 
than is now outstanding. If the limit were 
maintained at one-third of the time deposits, 
they would be in a position to loan $1,338,- 
000,000 on improved urban and farm lands. 

There is a possibility that this section in 
the new McFadden bill will include some 
provision as to the appraisement of property. 
It is now silent on this important point and 
many of the state laws are also. Mr. Hinsch 
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has raised the point that it might be well 
to throw certain safeguards around the ap- 
praisement and provide some method of pro- 
cedure for ascertaining the value of real 
estate, upon which loans are made. 


Comptroller Favors Provision 


EPUTY Comptroller of the Currency 

Charles W. Collins, who has served as 
spokesman for the Comptroller’s office be- 
fore the Congressional committee in connec- 
tion with the McFadden bill, recently as- 
serted that the “lack of authority to make 
loans of this character is the most severe 
handicap that many of the national banks 
face today.” 

“To allow national banks to loan an 
amount equal to one-half of the savings 
deposits for a period of five years upon 
first mortgages upon improved city prop- 
erty is a safe and sound amendment and 
of great practical interest to the rank and 
file of national banks,” Mr. Collins states. 
“There are today more than eleven million 
individual savings depositors in national 
banks with total deposits of about five bil- 
lion dollars. What safer proposition could 
there be than to permit these banks to loan 
one-half of these savings upon such gilt- 
edged security as one-half of the appraised 
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value of the property? The state banks 
and trust companies have already prospered 
in this business and it is only fair that the 
national banks be permitted to render a sim- 
ilar service to its customers. 

“A short time ago a national banker from 
a moderately sized eastern city made a visit 
to the Comptroller in advocacy of this 
amendment. Here is in substance what he 
said: ‘Let me give you an illustration of 
how my bank is handicapped by the inabil- 
ity to make loans upon improved city prop- 
erty for a longer time than one year. I have 
just lost an old and valuable customer of 
the bank. Several years ago he secured his 
first loan from us to start in the shoe busi- 
ness. Year by year we financed his business 


_and watched it grow. A few days ago he 


came into the bank and said it was necessary 
for him to have a considerable loan to ma- 
ture in five years in order to enlarge his 
business operations. We said to him, “What 
security have you to offer?” He replied 
that he could give a first mortgage on his 
building. We explained that being a na- 
tional bank we could not make him such 
a loan for a longer period than one year. 
We had met all of his financial needs up 
to this point in his business career but now 
we failed him. He went across the street 


to a young and enterprising trust company, 
which took his mortgage for five years. The 
money was deposited to his credit in the 
trust company and shortly thereafter they 
got his commercial account from us. I ask 
you, Mr. Comptroller, how long do you 
think that my bank, or any other national 
bank similarly situated, can withstand such 
competition with no power to meet it? In 
my town a three to five year first mortgage 
note secured by improved city property is 
the very best security as well as the most 
liquid that can be offered. It is a good busi- 
ness proposition for the town, the customer 
and the bank. Why should my bank be 
driven to invest in foreign bonds of which 
we know nothing when this four-leaf clover 
of business prosperity is at our doors?’ He 
said that fifteen years ago there were in his 
town four national and three or four state 
banks. Today there are fifteen trust com- 
panies and two national banks. Each of 
these national banks, said he, had one eye 
on the McFadden bill and one on a trust 
company charter. 

“It is to enable national banks to meet 
just such competition as this that we would 
like to see them empowered to make loans 
on improved real estate for a five-year pe- 
riod.” 


The Need for Sounder Banking Methods 


HE proper function of banks is to 
finance the temporary requirements 
of customers who with their own 
capital are engaged in profitable, business 


ventures. Sound banking principles cannot 
justify lending the money of depositors to 
create or to rehabilitate the capital investment 
of borrowers. There should always be, be- 
tween the bank and a possible loss on a loan, 
a suitable capital investment by the bor- 
rower, which would have to be wiped out 
before the bank could suffer loss. 

One of the chief causes of grief for 
national banks, particularly in certain parts 
of the West, is the custom which was for- 
merly all too prevalent in that section, of 
continuing to finance debtors who are in- 
solvent or whose capital has béen seriously 
impaired in the hope that future profits may 
enable them to pay up. That sort of a loan 
might be justified if made by an individual 
handling his own money and willing to take 
the risk involved. But such loans ought not 
to be made by banks from the funds of de- 
positors; and wherever they have been made 
they have always resulted in a high percen- 
tage of disasters. This kind of banking is 
bad enough when the advances to a single 
borrower are kept within the bank’s legal 
loan limit; unfortunately, even that im- 
portant restriction has not always been ob- 
served. 


Nese has been a practice in some sec- 
tions of the West, which I am happy to 
say is dying out, that is known as “placing 
paper.” That is, a bank will loan a cus- 
tomer the legal ten per cent of its capital 
and surplus. After that, it will take the 
customer’s notes and send them to some 
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other bank, selling them “without recourse,” 
but with the understanding, sometimes in 
writing and sometimes personal, that if the 
notes are not paid then the first bank will 
be responsible for them. By this very du- 
bious procedure, too many bank officers have 
assumed to justify themselves in stating of- 
ficially that the bank is under no liability 
for the payment of such items. Of course, 
such a statement is at least evasive, and may 
amount to a sweeping misrepresentation of 
the condition of an institution. 

The effects of this practice were evidenced 
in the case of one bank, which was recently 
closed in a northwestern state. The total 
loans shown on its books were $250,000; but 
it had sold paper, in the fashion I have de- 
scribed, for its customers, to the amount of 
more than $900,000. Of course, the bank 
failed. It claimed that no liability was 
attached to it on account of this $900,000 
of paper which had been sold, nominally, 
without recourse. 

But it is worth while to observe here that 
after the bank’s failure, a number of suits 
were filed, and the receiver in reporting 
upon them writes: “It is not believed that 
the primary purpose of bringing these suits 
was to recover the amounts alleged therein, 
but to endeavor to fix the liability on this 
bank of various loans aggregating close to 
one million dollars, and which were taken 
personally by A and B (officers of the bank) 
and then sold by them to another bank, this 
bank never having appeared in the trans- 
action.” 


T is against such dangerous banking 
methods that all bankers need constantly 
to maintain an unyielding hostility. For- 


tunately, they are less and less indulged. 
The constantly increasing ability of the 
banks even in the least developed and wealthy 
parts of the country, to provide the legiti- 
mate requirements of their community has 
been one of the greatest: improvements made 
possible by the establishment of the Fed- 
eral Reserve System. Year by year, that 
system is becoming better understood and its 
advantages more generally availed of. 

It has served equally well the financial 
and industrial centers, the cotton states of 
the South, the farming and livestock com- 
munities of the Middle and Mountain West. 
Our experience with it, together with our 
confidence in the continuing and intelligent 
interest of the administration at Washing- 
ton, in behalf of every measure of construct- 
ive progress, warrants us in our confidence 
that the present sound position of the na- 
tion’s business will not only be maintained, 
but will be improved steadily through a 
long period of true national prosperity. 


Los Angeles Convention 


i has been definitely decided that the an- 
nual convention of the American Bank- 
ers Association for 1926 will be held during 
the first part of October at Los Angeles, 
the city chosen during the convention re- 
cently closed. 

The Los Angeles Biltmore has been des- 
ignated as the headquarters hotel for the 
convention and the principal sessions will 
be held in the Philharmonic Auditorium on 
Monday, Tuesday, Wednesday and Thurs- 
day, October 4, 5, 6 and 7. 
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The Trend of Bank Legislation 


By FRANK W. SIMMONDS 


Deputy Manager, American Bankers Association, State Bank Division 


Idaho, Oregon and Wyoming Adopt New Banking Codes Dur- 


ing 1925. 


of Legislatures in 42 States. 


Fourteen Definite Tendencies Revealed by Action 
Increase in Minimum Capital Re- 


quirement to $25,000 Indicated. Guaranty Laws in Eclipse. 


HREE new modern banking codes 
were added to the state statutes dur- 
ing 1925. 

This action stands out as the most 
important achievement in banking legisla- 
tion during the year, although a vast num- 
ber of changes—many of which may be ex- 
pected to exert a material influence over 
banking and business—were made by the 
legislatures which convened in forty-two 
states during the year. 

In fact, 1925 will undoubtedly take rank 
as a notable year in the annals of State 
Banking Legislation. 


Need for Uniformity 


I’ recent years especially, much thought 

and study have been given the problem 
of more uniform banking laws and more 
uniformly. efficient state bank supervision in 
the several states of the Union. 

In line with this thought, the State Bank 
Division of the American Bankers Associa- 
tion has repeatedly declared in favor of 
more uniform banking laws and has con- 
sistently urged that the important office of 
bank commissioner be made as free from 
partisan politics as the judiciary itself, and 
divorced from all other functions of state 


E. E. Amick, vice-president, First 
National Bank, Kansas City, Mo.; 
president, Missouri Bankers Ass'n 


government; and that the tenure of office 
of bank commissioner be made more secure 
and lasting, with sufficient compensation and 
discretionary power granted to attract and 
retain the services of men of outstanding 
executive ability and successful banking ex- 
perience. ratifying progress has been 
made along this line in recent years—and 
especially the past year. 

Doubtless, absolute uniformity of bank- 
ing laws in all the states would be impos- 
sible to secure, and unwise if secured; for 
one of the elements of strength in state 
banking laws is their peculiar adaptability 
to the special business needs and conditions 
prevailing in the various states. Never- 
theless, it is generally agreed that there 
should be a high degree of uniformity as 


regards the fundamental principles of bank-. 


ing, bank organization, regulation and 


supervision. 


The Fourteen Trends 


SURVEY of new bank legislation en- 

acted during the past year in the several 
states reflects a very definite trend in legis- 
lation toward: 

Increasing the minimum capital require- 
ments of banks to $25,000, thereby increas- 
ing their efficiency. 

Increasing the discretionary power of 
bank commissioners as to granting or deny- 
ing charters for new banks, and authorizing 
their making reasonable rules and regula- 
tions governing bank management. 

Creation of banking boards to act in an 
advisory capacity with the state bank com- 
missioner. 

Increasing the compensation of the bank 
commissioner and lengthening his term of 
office to four, five or six years, with power 
to appoint necessary deputies and examiners. 

Empowering bank commissioners to take 
complete charge of and to liquidate insolvent 
banks as distinguished from liquidation 
through the courts. 

Limiting or prohibiting an officer or di- 
rector of a bank borrowing from his bank, 
unless his collateral is approved by a 
majority of the Board of Directors. 

Legislation providing for closer super- 
vision and regulation of building and loan 
associations. 

Legalizing “finance companies,” “credit 
unions,” etc., and placing them under the 
supervision and regulation of the depart- 
ment of banking. 

Legalizing and regulating ‘departmental 
banking.” 

Legislation providing for merger, con- 
version or consolidation of banking insti- 
tutions. 
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More equitable taxation of bank stock. 

Broadening the field for investment of 
funds of savings banks and trust companies. 

Legislation providing for reducing manda- 
tory bank calls to three, and reducing the 
number of examinations required by law 
annually to one examination: more frequent 
calls and examinations optional with bank 
commissioner. 

Making issuance of worthless checks a 
misdemeanor. 


Guaranty Laws in Eclipse 


_— question of state guaranty of bank 
deposits appears this year to have passed 
into an eclipse, so far as the extension of 
the idea is concerned, notwithstanding the 
fact that while state guaranty laws were 
recommended by the governors of two 
states, and bills were introduced in several 
states, all were defeated. The general 
tendency regarding state guaranty of de- 
posits laws is distinctly the other way— 
some states now having guaranty laws look- 
ing toward the repeal of this legislation. 
Oklahoma rescinded her guaranty of deposits 
law, and this year the South Dakota legis- 
lature repealed its state guaranty law and 
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has referred the repeal to the people at the 
next general election for ratification. 

With the tendency of states to lean less 
on political guaranty laws of doubtful effi- 
cacy to protect deposits, the banks are 
realizing more and more their responsibility 
to insure the safety of funds intrusted to 
them by taking voluntary measures to keep 
themselves strong and sound. 

It is becoming more and more evident 
that the extension of Clearing House 
work, including Clearing House examina- 
tions and interchange of credit information 
to towns, cities and counties, is serving most 
successfully the purpose of the idea of pro- 
tecting deposits. The records show that de- 
positors have never lost a dollar in a bank 
under the supervision of the Clearing House 
examiner system. 

In revising and modernizing their bank- 
ing laws, Idaho, Oregon and Wyoming 
drew heavily upon the best banking ex- 
perience in this country, adopting the proved 
principles of the most advanced state codes 
and adjusting the provisions to the peculiar 
needs of the western territory. 


Causes of Bank Failures 


. Idaho banking code committee, as a 
part of their work, made a careful study 
of recent bank closings in the state and 
reached the conclusion that the causes of 
such failures were several in number: 
First, that the state of Idaho had had too 
many banks operating in proportion to the 
volume of business and possible earnings 
therefrom in the state. It was felt there- 
fore that charters hereafter issued should be 
limited to the necessities and present volume 
of banking business in the community in 
order that banks should each have a suffi- 
cient amount of business to have an earn- 
ing power that would take care of over- 
head expenses and leave profits to,ybe used 
in building up and fortifying the bank 
through surpluses and reserves. The mini- 
mum capital therefore was raised from $15,- 


000 to $25,000 for any and all banks here- 
after to be created. 

Second, in a number of instances it was 
found that the banks had been weakened 
through the excessive borrowings of officers 
and directors who were in the enviable posi- 
tion of being permitted to pass upon their 
own credit. The new code requires that 
not more than 40 per cent of the capital and 
surplus of the bank shall be loaned to di- 
rectors, officers and employees and that the 
indebtedness of any officer other than di- 
rector or employee, shall not exceed 5 per 
cent of the paid up capital and surplus; that 
such loan shall only be made after being 
first approved by a majority of the board 
of directors and that no officers actively 
engaged in the management of any bank 
shall be permitted to borrow any amount 
whatever from the bank by whom employed, 
except upon good collateral or other ample 
security or endorsement, and then only after 
the same has been approved by a majority 
of the directors or a committee of the board 
of directors authorized to act. 

Third, a number of the closed banks, it 
was believed, were destroyed through their 
borrowing large sums of money from corre- 
spondent banks or Federal Reserve Banks 
for the purpose of loaning to patrons with- 
out due care being taken to the security and 
certainty of repayment by the patron thus 
accommodated. In some instances this 
amounted to many times the amount of 
capital and surplus of the bank. The failure 
to liquidate successfully the rediscounts thus 
made produced the downfall of the insti- 
tution engaged in this class of business. No 
restriction formerly existed as to the extent 
to which this sort of thing could be in- 
dulged in; neither was there any restriction 
on the amount of collateral, in proportion 
to the amount borrowed, which could be 
granted. Sometimes as high as three to 
one was furnished. The new law permits 
the bank to borrow a sum not greater than 
twice its capital and surplus and to pledge 
its assets for the security of such borrow- 
ings on a ratio not greater than one and 
a half to one, without the express and pre- 
viously obtained approval of the Com- 
missioner of Banking. 


Can Remove Officials 


| att ge a survey of causes for closing 
brought forth the conclusion that some 
failures were due to the incompetence of the 
banker and a lack of a proper sense of 
serious responsibility on the parts of some 
officers for the safeguarding of the funds 
entrusted to them and their bank. The new 
law authorizes the Commissioner of Bank- 
ing to require the removal of any such 
officer and the refusal or failure of the board 
of directors to so act, after notice, makes 
such directors personally responsible for 
any further losses which the bank may 
suffer due to such incompetence, heedless- 
ness, recklessness, or other deficiency on the 
part of the bank officers. 

These are several of the salient changes 
in the law and the ones which are believed 
to be most essential to the safety of the 
future bank in the state, although the law 
contains other than those named and which 
it is believed will be conducive, under firm 
and experienced administration, to rebuild 
in future safety and solvency the banking 
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structure of the state. Seven national banks 
in Idaho have surrendered their charters 
since the law was passed and have been 
converted into state banks, which is ap- 
parently contrary to the experience of some 
states having recently amended state bank- 
ing laws. 

The provisions which were included in 
the new state banking laws for Oregon, 
represent the combined judgment of as many 
men and groups directly interested in the 
subject as it was possible to secure. Some 
of its interesting provisions are: 

The state banking board appoints the 
superintendent of banks, who shall hold 
office for four years from the date of his 
appointment, unless sooner removed for 
cause, and until his successor shall be ap- 
pointed and qualified. 

The superintendent of banks with the ap- 
proval of the state banking board, has the 
power to adopt and promulgate reasonable 
and uniform rules and regulations govern- 
ing the conduct and management of all 
banks and trust companies, created, organ- 
ized or existing under the laws of the state 
of Oregon, and to govern the examination 
of statements and reports made by such 
banks or trust companies. 

The superintendent appoints such cierical 
assistants as shall be reyuired for the con- 
duct of his office. All such assistants, in- 
cluding examiners, shall hold their positions 
during the pleasure of the superintendent of 
banks. 

The “departmental system” of banking 
was adopted whereby commercial, savings 
and trust departments are segregated to 
protect further savings depositors. 

The policy providing for the liquidation 
of insolvent banks by the state banking de- 
partment instead of through the courts was 
continued. 

Provision was made, in the case of banks 
or trust companies only temporarily em- 
barrassed, whereby the superintendent of | 
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banks may permit the officers and directors 
of such bank or trust company to arrange 
with its depositors and creditors for ex- 
tension of time, thus allowing said bank or 
trust company to resume business. 

The opening of branch banks was pro- 
hibited with the exception that the super- 
intendent of banks might authorize the 
establishment of a branch office within the 
city of Portland. 

Full information was provided as to the 
course to be followed in the conversion of 
a national bank to a state bank or a state 
bank to a national bank. 

Provision made whereby specific penal- 
ties may be imposed upon persons issuing 
worthless checks or checks for which there 
are insufficient funds in the bank. 

Practically all the recommendations of 
the American Bankers Association were in- 
corporated in the new code. 


The Wyoming Code 


6 bine new Wyoming code gives the state 
bank superintendent more authority in 
the granting or rejection of applications for 
new charters. Minimum capital required 
for organization was fixed at $25,000 instead 
of $10,000. 

More authority was granted the state bank 
superintendent in the supervision of banks, 
and a wide range of power was granted the 
superintendent to make rules and regula- 
tions governing banks. 

The state bank superintendent was given 
authority to control dividends and to collect 
assessments on stock when capital is im- 
paired. 

Provision was made for the liquidation 
of closed and failed banks by the state bank 
superintendent instead of by the courts. 

The segregation of savings department 
from the commercial department of banks 
was authorized. 

It is discretionary with the state bank 
superintendent as to the number of ex- 
aminers employed and salaries paid. A 
minimum of $1,800 and maximum of $3,600 
was set by law. 

Other provisions are: Defining more 
clearly and imposing more duties and re- 
sponsibilities on directors; giving the state 
bank superintendent power to collect stock- 
holders’ liability immediately upon the clos- 
ing of a bank, and more numerous and 
severe penalties for criminal infractions of 
the law. 


Minimum Capital Larger 


pean passing of the time when new banks 
may be organized with meager initial 
capitalization was definitely foreshadowed. 
{n six states, the minimum capital required 
was raised. Bankers associations in two 
other states urged the legislatures to raise 
the ante. In Wyoming, the minimum figure 
was advanced from $10,000 to $25,000, in 
{daho from $15,000 to $25,000 and in Utah 
from $20,000 to $25,000. In most of the 
forty-eight states, the minimum is now $25,- 
000. 

The advance is generally attributed to 
the fact that the purchasing power of the 
dollar is less and that therefore it takes a 
larger amount of money to finance the same 
transactions. The state laws generally for- 
bid the loan of more than 10 or 20 per cent 
of the invested capital to any one borrower, 
so it has become increasingly difficult for 
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a bank, with the smallest capital, to care 
for the needs of the community. Then, too, 
it is patent that a larger capital affords more 
security to the depositors. 


Other Codes Foreshadowed 


HE adoption of new banking codes by 

three states is, of course, a notable 
achievement within a single legislative year. 
There are indications, however, that other 
states will seek a complete revision of their 
banking laws at the earliest opportunity, 
and two definite announcements have been 
made. 

In Montana, 
Banking Code 


the Governor appointed a 
Commission to study the 


W. S. Irish, vice-president, First Na- 
tional Bank, Brooklyn; president New 
York Bankers Association 
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banking laws, with the view of drafting a 
new code for submission at the next legisla- 
tive session. This year, there was consid- 
erable legislation, dealing with the amount 
of capital stock, the qualifications of the 
Superintendent of Banking and the pro- 
cedure to be followed by the state authori- 
ties when it is established that there has 
been an impairment of a bank’s capital. 

Charles O. Austin, Superintendent of 
Banking for Texas, states that there is in 
contemplation the construction of an entire- 
ly new banking code for submission to the 
next regular session of the legislature in 
January, 1927, and which it is hoped to make 
“the most modern and constructive state 
banking code in America.” 

Charles O. Austin, Superintendent of 
Banking for Texas, has made known that 
he is working on a new banking code for his 
state and that he hopes to submit it at the 
next session. 

The scope of investments sanctioned as 
legal for savings banks and for the invest- 
ment of trust funds was broadened. There 
are now thirty-eight states which have 
formally declared Federal Farm Loan bonds 
legal investments. Massachusetts made 
telephone company, state and municipal 
bonds eligible for savings banks, while the 
movement to make public utility bonds legal 
investments for savings institutions in New 
York made some headway, although there 
was no legislative action. Ohio and other 
states removed the ban on the purchase of 
issues by nations that were at war with 
the United States. The most significant 
tendency in this field is to revise the list of 
investments that may be legally made by 
savings banks and trust funds to permit in- 
vestment in the bonds of the most sub- 
stantial types of public utility bonds. Ver- 
mont made railroad equipment trust bonds 
eligible investments. 

Departmental banking made further prog- 
ress. The new Oregon code adopted this 
system, which is patterned after the Cali- 
fornia and New York laws. In Wyoming, 
a provision for the segregation of the sav- 
ings department from the commercial de- 
partment of the state banks was written in 
the code. 


Broad Tendencies Only Are 
Treated 


L; would be virtually impossible to cata- 
log all of the changes made in the laws 
of the many states—and, for this reason, | 
have endeavored to give only the broad 
tendencies and to present the high lights. 

In Nebraska, the legislature passed a law 
fixing 4 per cent as the maximum amount of 
interest that a bank may pay on savings 
deposits. The new order becomes effective 
next spring. 

In Iowa, the legislature passed an act 
creating a public fund for the protection of 
public deposits. It created a separate fund 
in the state treasury by taking the interest 
paid on public deposits up to $500,000 for 
the protection of depositors in state banks. 
Iowa experienced a great deal of trouble 
over the action of surety companies in de- 
clining to bond banks and, in some cases, 
caused banks to close. 

In many states, codes to regulate the 
operation of building and loan associations 
were enacted, the small loan business was 
further regulated and the setting up of 
credit unions was authorized. 


A Still Better Banking Campaign 


The Development of “Any Needed Safeguards That Will Make 
Our Institutions Still More Invulnerable to All Reasonable 
Criticisms” Is the Announced Aim of the Iowa State Bankers 


Association’s Educational Movement. 


HE Iowa State Bankers Association, 
with the aid of the State Banking 
Department and those having to do 
with the administration of national 
banks in Iowa, has a launched a comprehen- 
sive campaign for “Still Better Banking in 
Iowa.” The aim is set forth in a statement 
by Emil Webbles of Burlington, president 
of the State Association, as follows: 
“The unprecedented conditions during the 
last few years from which banks and all 
businesses and farming are emerging were 
among other things unfortunately conducive 
at times to creating unintended misinforma- 
tion. Bankers will be glad to have all be- 
come more familiar with the details of 
banking and will be ready to help them to 
do so. This campaign is also intended to 
get the bankers themselves to concentrate 
on any inherent weaknesses in the present 
system, if any, so that they can develop any 
needed safeguards that will make our great 
American banking system as a state institu- 
tion in Iowa, at least, still more titanic in 
its strength and invulnerable to all reason- 
able criticisms. That job belongs to the 
bankers themselves. They should and must 
perform it if they are to keep progressive.” 
The movement began with a conference 
between a committee of the State Baukers 
Association, L. A. Andrew, State Superin- 
tendent of Banks, and officers of the Fed- 
eral Reserve Bank of Chicago. This was 
followed by a meeting of the association’s 
full committee, at which the State Banking 
Board was in attendance and which was 
addressed by Governor Hammill. At this 
meeting the campaign was outlined definitely 
and put under way. 


The Methods of Campaign 


campaign was divided into two 
major parts. The first had to do with 
the analyzing of “earnings and expenses” of 
all Iowa banks, based upon their total 
“earning assets.” A questionnaire form to 
be sent to all banks was prepared by the 
committee, acting jointly with Mr. Andrew 
and with the statistical department of the 
Federal Reserve Bank of Chicago. It was 
planned to assemble this data on earnings 
and assets to “constitute a measuring stick 
or gage on the operation or administration 
of banks from the standpoint of efficiency.” 

The second part of the campaign, as out- 
lined, consisted of three steps. The first 
was to hold a conference with the executive 
committees of all the clearing houses in 
Iowa to get their cooperation in the cam- 
paign. Sixteen cities were invited to and 
were represented at the conference. The 
second step consisted of calling together the 
presidents and secretaries of all the county 
bankers’ associations and asking them to 
make every effort to take the campaign to 
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the individual banks and bankers in their 
respective communities. The third step was 
the beginning of a series of twenty-five dis- 
trict meetings by the state committee, cover- 
ing every section of the state. A “Still 
Better Banking in Iowa Week” was desig- 
nated, and during this period district meet- 
ings were held. Members of the state com- 
mittee headed by Homer A. Miller, of Des 
Moines, chairman, constituted the speakers’ 
bureau and, with the aid of other bankers, 
addressed the various district meetings. 

Stockholders of the banks, as well as the 
officers and directors, attended the district 
meetings at which the following high points 
in successful banking were stressed: 


Administration—Striving for the greatest effi- 

ciency in bank administration. 
Excess Loans—Eliminating 

any. 

Capital 
any. 

Ability to Pay Assessments—Seeing to it that 
stockholders in new banks and reorganized banks 
own their own stock without hypothecation and 
can pay the assessments or double liability which 
the law imposes against banks if the need for 
the same should come. 

Credit File—That each bank create a compre- 
hensive “credit file’ on its borrowers and keep 
the same current. 

Directors to Direct—That the directors of 
banks shall direct and that no man must ac- 
cept a directorship and no bank should extend 


excess loans, if 


Loans—Eliminating capital loans, if 


» the same to him unless that director shall do the 


duties which the directorship imposes upon him 
and which the depositors of the bank have a 
right to expect of him. 

Interest Rates—Lowering of interest rates and 
instituting a campaign for cleaner banks and 
banking relating to accepting only better classes 
of loans and “shutting the doors” to every 
semblance of ‘“‘taking risks,” and toward 
adoption of interest rates both to the borrower 
and to the depositor that shall be still more near- 
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How It Is Conducted. 


ly equitable to both if possible, consistent with 
sound and _ conservative banking. 

County Credit Files—Looking to the creation 
of county credit files on borrowers and the em- 
loyment of a manager for the purpose of elim- 
inating the duplicator, or undeserving borrower, 
who attempts to borrow the depositor’s money 
from banks in two or more towns of the same 
county. The banks will then have a check upon 
that person. 

County Clearing Houses and Examiners—The 
work referred to in the preceding paragraph pos- 
sibly will be extended to the point of creating 
county clearing houses and a county 
examiners to supplement the work of the state 
and national bank examiners. The State Com- 
mittee hopes to outline in due time, a uniform 
clearing house organization plan under which 
the banks in the several counties of the state 
can proceed to organize accordingly as they may 
deem best. 

Service Charges — Many interpret 
charges as representing a charge on 
checking balances.” There is no reason why 
this committee cannot broaden the interpretation 
of that phrase to include among other things 
the following: If each bank through its county 
association and city clearing house would, among 
others, agree on some sort of uniform charges 
for doing the following services for customers 
instead of giving such service gratuitously, it 
would tring in considerable additional revenue 
to each bank. 


Campaign to Go On 


HE ssociation’s campaign committee 

announced that following the conclusion 
of the district meetings on October 29 the 
county associations would be expected to 
carry on the educational work and that about 
the first of the new year the committee 
would send out another questionnaire to 
learn what progress had been made. 

“The committee does not consider this 
campaign a temporary one,” it announced. 
“Tt is the contemplation of the officers of the 
Iowa Bankers Association to make its re- 
search work and statistical work permanent 
from year to year so that as time goes on 
‘efficiency’ will be the watchword of the 
administration of all Iowa banking insti- 
tutions.” 


The Small Investor 


HAT the small investor has now become 

a very important factor in the control of 
investment money and that this class is buy- 
ing and holding securities in increasing 
measure is revealed by the figures just is- 
sued by the United States Bureau of Sta- 
tistics to show that of the total dividends 
distributed in 1923 (the latest official re- 
turn available) one-third were paid to in- 
dividuals earning less than $10,000 a year. 

The dividends paid to individuals in this 
country earning between $1,000 and $2,000 
a year exceeded in amount the total paid 
to those having incomes of one million dol- 
lars per year. More than two-thirds of 
the income derived from interest and in- 
vestment in the above year was paid to per- 
sons earning less than $10,000 and more than 
one-half of it went to individuals earning 
less than $5,000 a year.—W. H. Cool. 
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The Bankers Bill and the Federal 
Reserve Banks 


By W. RANDOLPH BURGESS 


Assistant Reserve Agent, Federal Reserve Bank of New York 


The Bankers Acceptance Is the Adopted Child in American 


Finance. 


Amount of Financing Done Through Bill Market 


Now Equal to That Carried Through Commercial Paper. Bills 
Provide Convenient Way for Banks to Adjust Reserve Position. 


HE “bankers acceptance” or “bankers 

bill,” or more familiarly the “bill,” 

is a comparatively new member of 

the society of credit instruments 
in this country. It is an adopted child. 
It did not grow up from gradual and un- 
conscious beginnings, as do most of our 
institutions, but it was taken over from 
London at the same time that the Federal 
Reserve System was inaugurated. 

The adoption of the bankers bill was a 
matter of curiously unanimous consent. In 
the years from 1908 to 1913 banking reform 
was a major topic for congressional inves- 
tigation and many bills were prepared deal- 
ing with the topic. Practically every one 
of these bills included some provision for 
establishing in this country a market in 
which acceptances might be bought and sold 
as they are in the discount market in Lon- 
don. In all the discussion surrounding the 
consideration of these bills and the debate 
over the Federal Reserve Act, there was 
hardly a dissenting voice to the proposal for 
establishing a discount market. Hence the 
Federal Reserve legislation granted to banks 
in this country the power to accept drafts 
drawn upon them. These accepted drafts 
were made eligible for purchase by the Fed- 
eral Reserve Banks and thus the necessary 
foundations were laid for a discount market. 

In the past ten years the adopted infant 
has been growing up in the midst of war 
and disturbed world credit conditions. Year 
by year the numbers and kinds of bills 
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1—Growth of the bill market is 

shown by the amount of bills out- 

standing in the United States on 
December 31 of each year 


drawn have been increasing, and the market 
for bills has been expanding. 


Size of Market 


HE rapid growth of the volume of bills 

drawn is shown in diagram 1, which 
gives the estimates by the American Ac- 
ceptance Council of the total amount of bills 
outstanding at the end of each year. Under 
the stimulus of post-war trade activity a 
volume of business was reached in 1919 and 
1920 of about one billion dollars. Price 
decreases and recessions in trade in 1921 and 
1922 were accompanied by reductions in the 
value of bills in the market, but since that 
time there has been a gradual recovery and 
the amount outstanding at the end of 1924 
was over $800,000,000. The figures thus far 
in 1925 show an amount of financing through 
the bill market substantially larger than 
1924. 

Perhaps the size of the bill market may 
best be realized by comparing it with the 
commercial paper market. The commercial 
paper market has been in existence in this 
country for more than fifty years as a well- 
recognized means for commercial financing. 
In recent years the Federal Reserve Bank 
of New York has undertaken to collect fig- 
ures for the volume of commercial paper 
outstanding and to that end has received 
each month reports from 26 of the dealers 
who handle a large percentage of the amount 
of paper sold in this country. These figures 
show a total of about $720,000,000 of paper 
outstanding at the beginning of September 
1925. Allowance should also be made for 
about 10 per cent, or $72,000,000, additional 
handled by dealers not reporting. So, as 
nearly as we can estimate, the amount of 
financing now done through the bill market 
is about equal to the amount carried on 
through the long-established commercial 
paper market. 

Another interesting comparison may be 
made between the size of the bill market 
in this country and the size of the London 
bill market, which has been for many years 
the recognized center for financing world 
trade. Before the war it was estimated by 
a number of competent authorities that there 
were currently outstanding through the 
London market something like 325 million 
pounds sterling of bankers’ bills, or a little 
over 1% billions of dollars. Since the war 
the amount of bills in the London market has 
been smaller, partly due to the fact that 
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many transactions formerly financed in 
sterling are now financed in dollars. Mr. 
D. Spring-Rice, of one of the important 
London discount houses, has estimated 
(Bankers Magazine [London], March, 
1923) that in January, 1923, there were 
only about $800,000,000 to $900,000,000 of 
sterling bills outstanding. 

So we see that the bill market in the 
United States in the few years of its exist- 
ence has grown to a position of real im- 
portance, not only in the money markets 
of this country but in fact in the money 
markets of the world. We may then ap- 
propriately ask what the results of the es- 
tablishment of this market have been for 
trade and for finance. 


Who Uses Bills 


acceptances are used primari- 
ly to finance the movement of exports 
and imports, although large amounts are 
also drawn against goods held in warehouses. 
This is illustrated in diagram 2, which shows 
a classification of the general purposes for 
which bills outstanding at the end of last 
year were drawn. 

An investigation recently made by the 
Federal Reserve Board enables us to say 
still more precisely how bills are being 
used to finance trade. The board has re- 
cently completed a detailed classification by 
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2—Transactions financed by the bills 
outstanding at the end of 1925 
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‘SUGAR 20 
COFFEE 
SiLk 
woo. 
HIDES GSKiNS 7 
COPPER 
LARD & MEAT 
FLOUR 
TOBACCO 4 
RUBBER 
COTTON MFRS 
WOOD PULP 
LUMBER 
FURS 
FARM 


3—Farm products rank high in the 
list of commodities the movement or 
storage of which was _ financed 
through bills purchased by the Re- 
serve Banks in the spring of 1925 


TOTAL 
BILLS BOUGHT 
247 


commodities of all the thousands of bills 
purchased by the Federal Reserve Banks in 
March and April of this year. These bills 
purchased by the Reserve Banks may be 
considered as representative of all the bills 
outstanding. The analysis shows that more 
than half of these acceptances were drawn 
to finance the movement or storage of 
American farm products. A large part of 
the total was drawn to finance the export or 
storage of a single commodity—cotton; the 
second largest commodity was grain; then 
came bills drawn to finance the movement 
or storage of sugar, coffee, and silk. Dia- 
gram 3 shows the figures in detail. 

The type of transaction financed through 
the bill market is in large measure different 
from the trade activity financed through the 
commercial paper market. As contrasted 
with the figures shown in diagram 3, it is 
estimated by the National Credit Office that 
about one-third of the concerns using com- 
mercial paper are in the textile industries, 
while the next largest groups deal in food- 
stuffs, metal, leather, and lumber. The com- 
mercial paper market generally tends to 
finance domestic manufacture and _ trade, 
whereas the bill market finances more large- 
ly the movement of raw materials and food- 
stuffs, and particularly their movement in 
foreign trade. Commercial paper is issued 
against the general credit of the concerns 
using the market, whereas each banker’s 
acceptance represents specific, commodities 
in storage or transit. From these differ- 
ences: there arise interesting differences in 
the activity of the two markets. Financing 
in the commercial paper market is rather 
evenly distributed throughout the year but 
tends to be most active in the spring or 
early fall, when spring and fall trade are 
most active; on the other hand, the bill mar- 
ket is highly seasonal and experiences its 
largest volume of financing in the late fall 
and the winter when the movement and stor- 
age of crops is largest and when the largest 
exportation of cotton is under way. 


Service to Trade 


HE most direct and obvious effect of 

the establishment of a bill market in 
this country has been its benefit to those 
who deal in the commodities listed in dia- 
gram 3. The bill market furnishes a more 
satisfactory means than has before been 
available for financing the movement of 
these commodities. 


Domestic transactions now _ handled 
through the bill market were previously 
financed largely by direct loans at banks 
frequently with some difficulty and at high 
rates. Through the bill market  co- 
operative marketing associations and cotton 
and grain dealers are able to tap the supplies 
of funds in the central money markets in- 
stead of relying upon local banking fa- 
cilities. 

For example, the New County Farmers’ 
Association desires to hold 2000 bales of 
cotton in storage for ninety days before sell- 
ing. In the early fall when demands for 
funds for picking and transportation are 
heavy, the local New County banks may not 
be in a position to make the required loans 
on the cotton, even at high rates. But ac- 
ceptance credit secured by the cotton in in- 
dependent warehouses can be obtained from 
one or more well-known accepting banks. 
The Association draws drafts on these banks 
payable in ninety days and takes them to 
the banks, together with the receipts of the 
storage warehouse, and the banks write “ac- 
cepted” across the face of the drafts. These 
banks thus become liable for the amount of 
the drafts after ninety days and hold as 
security the warehouse receipts. For their 
service and the loan of their credit the ac- 
cepting bank charges about 1 to 1% per 
cent per annum. The Association holds ac- 
cepted drafts, which may be sold readily in 
the nearest money center at a discount to- 
day of about 35% per cent per annum. Thus 
the Association obtains for its members the 
immediate use of funds at a moderate rate. 
Without the bankers acceptance the funds 
would frequently be difficult to secure at any 
rate. The acceptance is a means of break- 
ing down barriers between country districts 
and central money markets. 

For the exporter or importer the Ameri- 
can bill market is a great convenience. For- 
merly it was usually necessary in financing 
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export and import transactions to make ar- 
rangements to draw drafts on some Lon- 
don bank. The trader had to take the risk 
of loss on fluctuations in sterling exchange, 
or else incur the expense of buying forward 
cover. The London bank collected the com- 
mission and the discount. It is now possible 
to carry forward the whole transaction with 
an American bank. There is no risk of ex- 
change and the American bank earns the 
commission and discount formerly collected 
by London. 


Who Buys Bills? 


HE advantage of the bankers acceptance 

to the business man or farmer whose 
transaction is financed is perhaps more obvi- 
ous than the advantage to the buyer of bills. 
Why should anyone buy bills at 3% per 
cent when he can buy commercial paper 
at 4% per cent or get 4% to 5 per cent in 
call loans? The answer may be found in ai 
inspection of the safety and convenience 
with which funds may be employed in the 
different short term money markets. 

We now have in this country four mar- 
kets in which surplus funds may be em- 
ployed for short periods: 

1. Stock Exchange money market. 

2. Commercial paper market. 

3. Treasury certificate market. 

4. Bill market. 

The first two of these markets have been 
here for many years; the latter two are 
developments of the past ten years. Gen- 
erally the rates in the first two of these 
markets are near together and about one 
per cent above the rates in the third and 
fourth. The Treasury certificate and bill 
markets justify low rates in two particulars. 
First, they offer unusual security. The Treas- 
ury certificate is a government obligation. The 
bill is an obligation of a bank of recognized 
standing. Second, funds placed in the cer- 

(Continued on page 386) 
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A Code of Ethics for Bankers 


By W. R. MOREHOUSE 


Vice-president, Security Trust & Savings Bank, Los Angeles 


With the Golden Rule as the Principal Foundation Stone, Code 
Should Be Developed to Serve as Guidepost to Mark Way for 


the Conduct of Every Banker. 
to be Covered. 


THICS or moral standards are as 

old as civilization, in fact, civiliza- 

tion is based largely upon written 

and unwritten codes of ethics. Men 
of primeval days had their standards of 
principles. Assyrian bankers 1000 B. C. 
were not without a code of ethics. Codes 
are everywhere in evidence today, not only 
among the law abiding, for even criminals 
have certain standards of conduct as be- 
tween themselves. . 

Regardless of who the individual is or 
in what walk of life he may be found, he 
has a code of ethics. To a large degree he 
conducts himself in relation to others ac- 
cording to his interpretation of what is 
an honorable and just procedure in each 
case. 

Within recent years the American Bar 
Association has adopted a written code 
which is a collection of the ethical prin- 
ciples of the legal profession as they have 
been developed through the ages. The 
medical profession has its code, and so we 
find that it is unethical for one physician 
to take a case being treated by another ex- 
cept upon the invitation and approval of the 
attending physician. 


Bankers Act Individually 


LTHOUGH bankers have been slow to 
adopt a written code of ethics no one 
can gainsay that they have to a large de- 
gree conducted themselves according to a 
high standard of business principles. But 
thus far each has acted individually 
according to definitely stipulated 
code of principles but individually accord- 
ing to his understanding of the ethics 
of his profession. While there is little room 
for criticism of his conduct, a period in 
banking development has been reached when 
some thought might profitably be devoted 
to the formulation of a standard of principles 
as a universal code for the guidance of all 
bankers. 

The high pressure of modern banking, ac- 
centuated daily by keen competition for new 
business and for social and commercial 
prominence may well serve to emphasize 
the ‘importance of a written code of banking 
ethics for universal use. 

To formulate such a code is a task calling 
for the cooperation of all members of the 
banking fraternity. The principal founda- 
tion stone unquestionably should be the 
Golden Rule, and the keystone in the arch 
of this structure should stand for confidence 
among men. 

This code should constantly serve as a 
guidepost marking the way for the conduct 


of every banker. It should insure to all 
with whom the banker comes in contact a 
square deal. Guided by this code a bank- 
er’s conduct should be such as to inspire 
confidence in him on the part of others, and 
through him, confidence in banking prac- 
tices. It should be instrumental in main- 
taining at high levels a due regard for the 
honesty and integrity of every banker. 

It need not necessarily include minor details 
of banking conduct. It should, however, 
include all of the major subjects with an 
earnest recommendation that directions be 
observed to the letter. 


Addressed To All Bankers 


HIS banker’s code should not be addressed 

to “Whomever it may concern,” but to 
every banker individually and without ex- 
ception. In order to make its intent and 
purpose readily and fully understood it 
should be divided into sections and each 
section addressed to the various. relationships 
between particular groups or classes, and the 
true relationships should be set forth. 

Most important of all would be the sec- 
tion devoted to the relationship of banker 
to banker, next in order would come the 
section devoted to the relationship | of 
banker and bank patron. Another import- 
ant section would be the one treating with 
bank officer and bank employee. Still other 
sections might be added as the code is de- 
veloped. But, as a beginning, it would 
seem advisable not to undertake to cover 
all of the groups, and for this reason, only 
three will be considered in this article. 

Naturally, with so many different groups 
to consider, a full and complete code will 
be of gradual development. If it is to 
represent the views of the banking, fratern- 
ity it must begin in a small way and 
gradually expand until it includes the en- 
tire field of banking activity, as far as it is 
possible to make a code universally accept- 
able to all bankers. This means that 
bankers from every section of the country 
should be invited to make recommendations 
as to the contents of the proposed bankers’ 
code of ethics. 

While there are doubtless a variety of 
principles which eventually will be enunci- 
ated under the various sections, there are 
certain principles which are better exam- 
ples of what are unethical practices than 
others, and because bankers are more fa- 
miliar with them than others less frequent- 
ly used, I will refer to them by way of 
examples, and suggest that they constitute 
the first step in the formulation of a uni- 
versal written code of ethics for bankers. 
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Three General Relationships 


Certain Underlying Principles Set Forth. 


As Between Bankers 


bankers for business, and jealousy over 

public and financial prominence in the eyes 

of the world, are responsible for many un- 

ethical practices, often unintentional and 

thoughtlessly exercised, but nevertheless 

unethical. It is not uncommon to find cases 

where bankers in their zeal for new business 

overstep ethical bounds. Perhaps the great- 

est offender in this class is the bank solicitor 

for new accounts. As he is out to make a 

record for himself, and a fat commission as 

well, the temptation to pass remarks reflect- 

ing on the standing of other banks is ever 

present. If the prospect fails to respond 

sympathetically to the solicitor’s appeal the 

temptation to overstep ethical bounds is to 
some almost irresistible. At such times the 

solicitor indirectly, and frequently directly, | 
charges that the prospect’s present bank is 

so conservative that it leans backward, that 

it does not care for the small depositor, ' 
that its lending policy is cold blooded, that 

its service is poor, and in extreme cases, 
prospects are advised to divide their ac- ' 
counts for the reason that it is not a good 
plan to “keep all of their eggs in one basket,” 

which is a suggestion that their present bank 

may fail. 

Even in those cases where the stability 
of a bank is not assailed or its service be- 
littled, any deliberate proselyting of the cus- 
tomers of other banks by unfair and high 
pressure methods should be set down in this 
code of ethics as being unethical, and the 
word unethical underscored. 

Insinuations of a damaging nature against 
the character of another banker, or an at- 
tack upon the reputation of another bank 
should be listed as unethical, except, of 
course, in the case of fraud and defalcation, 
and even in such cases it is inadvisable to 
refer to matters of this kind unnecessarily, 
as in doing so public confidence in al! banks 
is weakened. 


Agreements Should Be Kept 


in the same general locality 
often enter into agreements regulating 
banking hours, exchange, and _ collection 
charges. These agreements are not “scraps 
of paper,” but are made in the interest of 
sound banking, and are made to be kept 
without violation. Yet it is not uncommon 
to find signers to these agreements who do 
not even hesitate at breaking them under 
pressure, especially if by breaking them 
their bank gains an advantage. A violation 
of these agreements, which have been made 
in good faith, is certainly unethical as be- 
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tween bankers, and the proposed code of 
ethics should cover this point in no uncer- 
tain terms. 

In many cities bankers are grouped to- 
gether in duly organized associations of va- 
rious kinds and for various »bjects. These 
associations by vote, according to their by- 
laws adopt rules for the guidance of their 
members in the conduct of their business. 
Because a member votes with the minority, 
does not justify him in sidestepping rules 
regularly adopted by the vote of the ma- 
jority, and yet, infractions of rules are not 
uncommon on the part of those who failed 
to secure a majority vote for their cause. 
Some bankers assume that because they op- 
posed the adoption of a rule that they are 
justified in not living up to it. I have heard 
bankers remark that because they op- 
posed the adoption of a rule and were 
never in favor of it, that they were not 
bound by it. Others have said that they 
could go just so far with a certain thing 
and keep within the rules of the clearing 
house association, at least, without openly 
and flagrantly violating the rules. In my 
opinion bankers should not only live up to 
the letter of the rules of their association 
but live up to the spirit of them also, and 
any infraction, although it be a minor one, 
should be regarded as unethical. 

As between bankers it would be unethicai 
for a banker having dismissed for just 
cause a member of his staff or an employee 
to furnish the dismissed person with a letter 
of recommendation, which letter implies that 
the bearer is a desirable person. Too often 
bankers have been influenced to employ 
clerks on the strength of letters of recom- 
mendation written by banks, when such 
clerks were not only incompetent, but also 
untrustworthy and undesirable. Because 
of this situation, our code of ethics should 
be very plain on this point. 


As Between the Banker and 
His Patrons 


5 igen principal objective of a code of 
ethics between the banker and his pa- 
trons should be to inspire implicit confidence 
in their dealings, the banker to have full 
confidence in his patrons, and patrons to feel 
that their banker will not take advantage of 
their ignorance and lack of business experi- 
ence, but will fully safe-guard their in- 
terests. 

As the relationship is one of trust and 
confidence it should be clearly set forth in 
our code that it is unethical for a banker 
to disclose to an inquirer any information as 
to his customers, except upon written re- 
quest from them to do so. Even to inti- 
mate that the person inquired about is a 
depositor, should be regarded as being 
unethical, except, of course, upon the 
depositor’s orders. Too many attachments 
of bank accounts are being filed today as 
a result of the disclosure of an account 
on the part of bankers. Too many shrewd 
lawyers are getting this information by 
asking for the address of a certain person 
whose account they are seeking to locate, 
when it is not the address they want, but 
to know if the person is a customer of the 
bank, and the giving of an address discloses 
that fact. 

As bank depositors trust their banker to 
treat them fairly, it would be unethical for 
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a banker to meet the unwarranted and un- 
deserving demands of certain customers 
for special favors, if he does not voluntarily 
offer the same benefits to other equally 
valued customers simply because they do 
not demand them. For example, it is unethi- 
cal for a bank to pay 4% per cent to a com- 
parative stranger in order to get his account, 
when it only pays 4 per cent interest to its 
old depositors whose business is equally valu- 
able, and who rely on the bank voluntarily 
to give them every advantage which it has 
to give without demanding it under threat 
to close their accounts. It would be un- 
ethical for a bank to reduce its lending 
rate in order to get a new commercial 
account when it is charging its old cus- 
tomers who are equally valuable a higher 
rate. The conclusion then is, that the grant- 
ing of special favors as an inducement or 
bait for new depositors, which favors are 
not generally extended to old depositors, is 
unethical banking. 

This code should clearly set forth that 
it is unethical for a banker to sell his cus- 
tomers investments which he would not buy 
for himself because of the uncertainty of 
income, and ultimately, the uncertainty of 
final paymcn‘, unless the customer of his 
own initiative requests such investments. It 
would also be unethical for a banker to sell 
to his customers holdings in promotions in 
which he is to share in the profits, if any, 
or to sell interests of any kind on commis- 
sion, but in pr»motions in which he has not 
invested capital because of the uncertainty 
of the return of the principal. It would be 
unethical for a banker to recommend to his 
bank loans in which he is interested, if he 
would not favor tlie making of such loans 
on their merits. 

According to our bankers’ code of ethics 
it would be unethical for a banker to use 
the information contained in a customer’s 
financial statement for any purpose, except 
that for which the information is furnished, 
or to misuse the information disclosed by a 
customer’s account. It would be unethical 
for a banker to furnish a list of the names 
of his customers to any person or number of 
persons engaged in the financing business, or 
in real estate, or insurance, or promotions, or 
for that matter, in any line of business. 


As Between Bank Officer and 
Bank Employee 


HIS section of our proposed bankers’ 
code of ethics should be formulated with 
great care as it affects the relationship of 
officers and employees, and should serve as 
a guide to better banking behind the counter. 
It should be so constructed as to make it a 
great confidence builder within the organi- 
zation—a great loyalty builder, and a clari- 
fier of what is the true relationship between 
bank officer and bank employee. It should 
do even more than this, for it should point 
out what is honorable and what is dishonor- 
able in their dealings with one another. 
For example, it should outline a course 
of procedure that would be proper in cases, 
where for instance, the relationship between 
bank officer and bank employee is terminated 
Unless for good cause, it should be regarded 
as being unethical for a banker abruptly 
to dismiss from his services an employee 
without. paying him at least two weeks’ 
advance salary. And where it can be avoided, 
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prior notice of at least thirty days should 
be given in lieu of advance salary, thereby 
enabling a deserving employee to make ar- 
rangements for another connection while 
still employed, which, of course, is much 
easier to do than after the relationship has 
actually been severed. It would be just as 
unethical for an employee, except for just 
cause, to resign his position without first 
giving his employer at least two weeks’ 
notice, and if possible thirty days’ prior 
notice. It would be unethical for an em- 
ployee for any reason to disclose any infor- 
mation regarding his customers, except to 
those rightfully entitled to it, or upon order 
from the customers. The making of a list 
of names and addresses of his customers 
and passing them out to others would be 
regarded as one of the most serious infrac- 
tions of our code of ethics. 


Conclusion 


_— this brief sketch of the proposed 
bankers’ code of ethics a general idea 
may be gathered as to the nature of the 
subjects to be covered. The number and 
scope covered would, of course, greatly ex- 
ceed the limited number here outlined. 

Printed in a convenient size leaflet, the 
code would prove helpful to every banker, 
and especially to those who are coming up 
through the ranks, and to whom what is 
ethical and what is unethical in banking is 
more or less of a guess, there being no 
written code to which beginners can refer 
for guidance. 

And finally, when the code has been well 
developed and it merits the endorsement of 
the American Bankers Association, let it 
be adopted as the universal code of ethics 
for bankers in America. 
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Bankers’ Acceptances in the 
Mexican Sugar Trade 


By FREDERICK SIMPICH 


Planters Below the Rio Grande Able to Obtain Money at Low 
Rates of Interest and the American Banker Is Adequately Se- 


cured by Self-Liquidating Paper. 
of the Bankers’ Acceptance. 


HIS is the story of a sugar plan- 
tation in Mexico, and its use of 
bankers’ acceptances. 
I write of the American-owned 
United Sugar Companies, S. A., of Los 
Mochis, Sinaloa. It will be easier to see 
just how bankers’ acceptances became so 
useful to this sugar plantation, if first we 
know something of its scope and operating 
methods. 

At present the United Sugar grows about 
15,000 acres of cane. Also it buys cane 
from smaller, neighboring planters who 
grow cane but operate no mills. It em- 
ploys about 3500 men, and owns and oper- 
ates its own standard gage plantation rail- 
way as well as mills, refineries and dis- 
tillery. 

It owns a ranch and thousands of cattle; 
it slaughters these to feed its own workmen, 
and tans the hides to make harness for its 
3000 work horses, mules and oxen. 

It builds and runs its own schools, and 
its private hospital treated 28,000 cases last 
year. 

To its employees it has given polo fields, 
golf courses and other playgrounds. To all 
its workers it gives free life insurance, and 
to many it furnishes free homes. Yet, less 
than a generation ago, much of the land it 
now farms was a desert waste, empty of all 
life save cactus, coyotes and owls. 


Makes 25,000 Tons 


HIS now huge self-contained plantation 

has grown from an original cash invest- 
ment of only about $100,000 to a property 
with assets appraised at about $15,000,000. 
Now, in an average good crop year, it makes 
25,000 tons of sugar. 

It is the only plantation in the world, it 
is said, that completes—on its own prem- 
ises—the whole process from cleaning wild 
land for planting cane down to packing cube 
sugar in fancy two-pound lithographed 
packages. Here cane growing, grinding, 
sugar making, refining, and finally the pack- 
ing of both granulated and cube sugar in 
small fancy packages is completely ac- 
complished. 

To get the facts for this article I visited 
the plantation and interviewed its president, 
Benjamin F. Johnston. 

“When we started as sugar planters down 
here in 1893,” said Mr. Johnston, “there 
were no railroads, but, as the plantation lies 
near the sea, we depended on ocean steamers 
which then called three times a month.” 


“In those days, as there were no banks 
on the West Coast of Mexico, the large 
French, German and Spanish trading houses 
were the only sources from which money or 
credit could be had. In our part of Mexico, 
checks or drafts were then unknown. Pay- 
ments were made either in kind, or in gold 
or silver coin—which had to be brought by 
steamer from distant ports, like Mazatlan. 

“Slowly, and very gradually, in order to 
avail ourselves of the local money which 
they took in at their stores, we educated the 
neighborhood merchants to accept drafts on 
commercial houses located in the larger cities 
of the West Coast. 

“This operation, however, was long con- 
fined to Mazatlan and Guaymas. For years 
no one would take a check on the City of 
Mexico, or on any city in the United 
States, at any rate of discount whatever. All 
this resulted in great inconvenience and very 
high costs. 

“But, as the country developed, and par- 
ticularly when the Southern Pacific Rail- 
road of Mexico was built into this West 
Coast region, small local banks began to be 
established. Even the large Mexico City 
banks opened agencies in Mazatlan and 
Guaymas. This led to the general accept- 
ance of checks as a means of trading, to pay 
for goods, to make exchange, etc. 


Hard to Get Cash 


“B UT it was still hard to get enough 
actual cash to meet payrolls and other 
necessary cash disbursements. 
usually had to be shipped in by express, be- 
ing paid for with drafts on outside banks. 

“Interest rates were consequently high. 


Such money 


Credit was very limited. The amount 
granted was usually based largely on the 


The Three Steps in the Use 
A Real Stimulant to Agriculture. 


moral character and general reputation of 
the borrower. Specific security was also 
unknown. All this, of course, limited the 
financial facilities of both commercial and 
industrial concerns. 

“Yet, while interest rates were high, they 
were not exhorbitant to “Class A” concerns 
when you consider the time and the country. 
From 8 to 10 per cent was usually paid, but 
we considered ourselves fortunate to bor- 
row money even at those rates. 

“In 1911 both railway and water traffic 
were interrupted by revolution. All banks 
and most commercial houses on the West 
Coast closed, so that all kinds of industrial 
and financial operations became exceedingly 
dificult. Nobody could get any money. 
The United Sugar Companies, though it 
never ceased operations, was forced to 
adopt many expedients to get rid of its 
sugar. It even exchanged sugar for goods. 
When trade routes to the border were open, 
it shipped sugar to the United States; when 
there was communication with the interior 
of Mexico, it sent its sugar there to be sold, 
but payment in advance was always exacted 
before the sugar was shipped. 

“Because of these conditions, we began 
to store more and more sugar in ware- 
houses at such American border towns as 
Nogales and El Paso. We would hold it 
there and re-import it into Mexico when 
the market there demanded it. But we al- 
ways got the cash in advance before we 
loaded the sugar on the cars. In other 
words, the whole financial and credit system 
of Mexico was wiped out by that war. 
Nothing remained but to barter, or ask for 
cash in advance. No business could grow 
much under such conditions. 

“Tt was not till after the end of the World 
War that Mexican credit began to improve. 


The first stage in sugar making—Mezicans cutting down sugar cane. 
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Owen hauling cactus fuel on the plantation of the United Sugars at Novolato in Sinaloa. 


Even then it was not the banks which gave 
credit to industry but it was the stronger 
industrial concerns themselves which gave 
credit to the merchants. In other words, 
payment was not exacted in advance. Goods 
were shipped with drafts against bills of 
lading, on the usual thirty days’ time. 

“By a curious coincidence, the acceptance 
system, as set up by the Federal Reserve 
Act, was just coming into general use in 
the United States at the moment when 
Mexico found herself getting back to nor- 
mal conditions of political stability and 
transportation service. Immediately the 
financial outlook became brighter. With the 
return of more stabilized economic condi- 
tions in Mexico, the reopening of safe trade 
routes there, and, with this new credit ma- 
chinery in the United States, our sugar com- 
pany was able, swiftly, to increase its pro- 
duction. 


Then Came Money at Low 
Rates 


6¢670OR the first time, because of the Fed- 

eral Reserve Act, large planters in Mex- 
ico could obtain money at low rates of inter- 
est in whatever sums a business justified, and 
yet leave the American banker adequately 
secured by first-class, self-liquidating paper. 
In other words, a planter could ship a car 
of sugar over the railway, insured against 
war, revolution, ordinary risks, etc. Then, 
by storing this sugar in warehouses along 
the United States border, or even in Mexico, 
the planter could draw for 75 per cent of its 
value by having the warehouse receipt made 
out in the name of the accepting bank. 

“Our drafts are drawn at ninety days 
sight and sugar is generally sold for cash 
against documents, and never on more than 
thirty days’ credit. 

“As the accepting bank is at all times 
secured by a specific, individual bag of 
sugar for a certain sum (say an advance of 
$5 per bag), and as this sugar is a stan- 
dard, non-perishable product, standing in 
the bank’s name, the warehouse receipt 
forms the very highest class of collateral 
which it is possible to create. Our drafts 
are, therefore, discounted in the New York 


? acceptance market at the very lowest pre- 


vailing rate, in any amount desired. 
“Actual steps taken in the transaction are: 


First—Our ninety-day draft on some bank 
with whom we have previously arranged an 
acceptance credit, accompanied by bills of 
lading, or warehouse receipt, in the name 
of the accepting bank. For this acceptance, 
a small commission is charged. 

“Second—After acceptance, we discount 
the draft in the New York acceptance mar- 
ket, at the current rate, which has ranged 
from 2% per cent to 6 per cent per annum 
during the past ten years. 

“Third—As the sugar is sold, the accepting 
bank releases it from storage, upon pay- 
ment in cash, or drafts on purchaser with 
documents, and applies sufficient of the pro- 
ceeds of the sale to cover the draft it has 
accepted against that particular lot of sugar, 
and delivers the remainder, or equity, to us, 
thus completing the transaction. 


Discounted Over $30,000,000 


— we began financing our crop by 
the acceptance method, we have dis- 
counted between $30,000,000 and $40,000,000 
of drafts, which have all been, of course, 
self-liquidated as the sugar has been sold. And 
to those interested in Mexican business, it 
may be useful to know that while we have 
made and sold in our long career something 
like $50,000,000 worth of sugar in Mexico, 
yet our total losses on sugar sales by bad 
debts do not exceed $50,000, or say one- 
tenth of 1 per cent. 

“It is also a remarkable fact that none 
of our sugar has yet been lost in transit, 


or by seizure, revolution, etc. One car- 
load was damaged in a collision, but the 
amount of the damage was immediately paid 
by the insurance company. 

“This is really an extraordinary experi 
ence, when you consider the ten years of 
turmoil through which Mexico passed. 

“Today the value of the bankers’ accept- 
ance, as authorized by the Federal Reserve 
Act, cannot be overestimated in its rela- 
tion to the export of certain Mexican farm 
products on a large scale; for, although 
Mexican industrial conditions have improved 
greatly, this improvement has not been ac- 
companied to an equal extent by the re- 
vival of the banking business in Mexico. 
For this reason large concerns with an an- 
nual turnover of, say $5,000,000, still find it 
difficult to secure adequate local financial 
facilities, of any sort, without paying rates 
which average at least 10 per cent, and often 
much more. 

“One must remember that at the end of 
the Mexican revolution there was not one 
single solitary bank in existence anywhere 
in Mexico. 

“As I said, there has been some relief 
in the banking field since the revolution 
ended because of a slight revival of local 
Mexican banking: A. number of small 
banks, usually with a capital of from $100,- 
000 to $200,000 came into existence after 
the war. But they are inadequate to finance 
the business of even their larger local 
patrons. Also, they charge high rates of 

(Continued on page 375) 


Chopping cactus to be used instead of coal under the boilers. 
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Some of the Major Problems 


HE thought that there is any con- 

nection between economics and spir- 

ituality is likely to provoke a lot 

of impatience in some places in the 
commercial world. Men are likely to con- 
tend that business is a six-day-a-week prop- 
osition and spirituality is a one-day-a-week 
proposition—if golf and the car do not in- 
terfere. 

Liberty, progress, and continued com- 
mercial prosperity working together have 
brought us to this fine plane of understand- 
ing, from which there is a tendency to look 
down with something akin to pitying toler- 
ance on the strict faith of our forbears. 

But whether or not the thought is ac- 
ceptable, the connection between spirituality 
and economics is being forced home and it 
is likely that we shall hear more and more 
of it in the years to come. 

If the connection seems to be a strange 
one, then it is because we have for the mo- 
ment forgotten our history. Need we recall 
that the first settlements in what is now the 
United States were made because men were 
so strong in their religious beliefs that home, 
and material subsistence, were secondary 
considerations? Need we recall that the 
spiritual strength of Washington sustained 
the American cause in the Revolution when 
the economic side had broken down? Or 
need we recall that the early association of 
spirituality with our economic system is at- 
tested by the inscriptions on the very coins 
we carry in our pockets? Throughout our 
national history there has been an_ inter- 
twining of spirituality and of economics, 
with the latter often appearing as a by- 
product of the former. 

Old-fashioned spirituality is not a some- 
thing belonging to another time and another 
generation. Now that we have grown wise 
in our way and prosperous beyond the 
dreams of avarice we can not put it aside. 

The House of Bishops of the Protestant 
Episcopal Church, in its recent pastoral let- 
ter, plainly stated the connection between 
spirituality and economics: 

“We see a widespread revolt against the 
Christian ideals of morality and purity ex- 
pressed in much of our literature, advocated 
openly by some of those whose pos‘tion 
gives them a hearing and influence, hailed 
by many as the advent of a fuller freedom 
and a larger self-expression, and, in cor- 
respondence with this the appalling and still 
increasing growth among us of divorce. 

“We see in our land tens of millions of 
men and women who acknowledge no con- 
nection with religion, and, as a result of 
this, a large proportion of our children 
growing up without religious influence, or 
religious teaching of any sort. Can we fail 
to see the connection between this situation 
and the spirit of lawlessness, the startling 
increase in crime and especially the increase 
in the number of youthful criminals, which 
is now challenging our attention?” 

But perhaps the testimony and the opin- 
ion of church men is not impressive. Let 
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us then hear what business has to say. The 
largest business organization in the world 
is the United States Government. The 
head of this largest business organization is 
President Coolidge. In a recent address in 
Washington, discussing the prevalence of 
crime, President Coolidge frankly acknowl- 
edged the limitations of Federal, state and 
local governmental authority in checking it. 
Referring to education he said: 

“But the mere sharpening of the wits, the 
bare training of the intellect, the naked ac- 
quisition of science while they would greatly 
increase the power for good, likewise in- 
crease the power for evil. An intellectual 
growth will only add to our confusion un- 
less it is accompanied by a moral growth. 
I do not know of any source of moral power 
other than that which comes from religion.” 

The rejection of spirituality by so many 
of our people has long been the cause of 
an enormous national waste. 

The financial cost has been placed at 
$3,000,000,000 per year which may in a sense 
be regarded as the fine the nation pays each 
year for its rejection of spirituality. Even 
that, large as it is, is not the whole of the 
penalty: There are some things—like lib- 
erty—which can not be bought. Nature de- 
mands a different kind of coin for which 
there is no substitute. Similarly there are 
some penalties which may not be paid in 
money or goods. 

Financially, we may reckon the present 
cost of the rejection of spirituality but the 
loss in national character, the loss in in- 
dividua! happiness, in home happiness, the 
loss which makes accumulated wealth 
a cause for self-reproach—these too are the 
coins in which Nature exacts payments as 
well as in economic goods and they are 
beyond reasonable calculation. 

President Coolidge has called upon the 
leaders in public thought to use their 
influence to awaken public opinion to the 
end that a reformation may be accomplished. 
(The exercise of police powers alone will 
not accomplish it.) Bankers—key men in 
their communities may, if they will, lead 
in this work and in leading render a direct 
and immediate service to banking and busi- 
ness. 


Advertising as a Combative 
Agent 


HERE are some things in connection 

with advertising which must be taken 
on faith. One, for instance, cannot prove 
the efficacy of the advertising against crime, 
which is being run in cars of New York’s 
transit system. 

One of the advertising spaces is devoted 
to a scene in an electrocution chamber with 
the laconic statement in letters—‘You Can’t 
Beat It.” The card is startling amid its 
bright, and sometimes blithesome, commer- 
cial neighbors; it is impressive, even to the 
point of being awe-inspiring, and from these 
two conditions the assumption is reasonable 


335 


that it may be effective—that perhaps it 
may cast the deciding vote in the mind of 
some impressionable young man and help 
him to decisions of safe moral conduct. Less 
startling, but nevertheless impressive, is an- 
other advertisement riding under the 
streets, which announces that the Police De- 
partment is always ready to serve. 

These cards suggest a new use for ad- 
vertising and there is reason to suppose that 
in the prevention of crime and in promptly 
bringing to the police information which 
will help in the department work, advertis- 
ing done in the agency way and with the 
agency’s knowledge of appeals and reactions, 
should be effective. If similar advertising 
on a nation-wide scale, and including all 
media, were projected, we believe that it 
would prevent the wreck of many a life and 
would prevent many a crime. But no one 
can say in advance that such would be the 
result—that must be a matter of faith 
rather than of statistics. But as there are 
millions spent each year in forms of ad- 
vertising whose reactions are not readily re- 
duced to statistical bases—and the adver- 
tisers are nevertheless convinced they are 
spending their money wisely, advertising to 
prevent crime may well be considered as one 
of.the things likely to be useful in stemming 
outlawry. 

It is, perhaps, too much to expect that 
moral advertising though emblazoned as big 
and as frequent as the prevailing cigarette 
posters, will halt the seasoned criminal; or 
that the more refined crook will be turned 
from his career by unexpectedly coming 
across a warning among the advertising 
pages of his favorite magazine. There is 
abundant reason to believe that the seeds 
of this advertising will for the most part 
fall on fertile ground—and take root! 

Inasmuch as advertising of all kinds has 
produced results in almost every conceiv- 
able field, why not put it to work in a large 
way for the salvation of those impression- 
able young men, and men out of luck, who 
need but a suggestion to help them form 
the right resolution. 

When the World War danger threatened 
there was no difficulty in getting advertising 
for many things all coming under the general 
head of national defense. Present condi- 
tions likewise constitute a national danger 
as well as a constant economic drain, and if 
advertising will help—even in a slight de- 
gree—to lessen crime we may take a leaf 
from our war-time experiences and find the 
means. 


Adult Education 


NVESTIGATIONS which have recently 

been made reveal that the voluntary adult 
eduction movement is one of immense pro- 
portions. An investigation conducted by the 
Carnegie Foundation shows that approxi- 
mately 5,000,000 persons between the ages 
of seventeen and twenty years, and 6,000,000 
persons between the ages of twenty and 
twenty-five years are seeking to advance 
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themselves by attending schools of various 
kinds. This urge for more education comes 
in the main from young people who were 
not able to continue in school and were 
compelled to leave school as soon as com- 
pulsory education laws permitted them to 
do so. 

Naturally many of those who seek to im- 
prove themselves turn to the correspondence 
schools. There are 350 of the latter in the 
United States; with approximately 3,000,000 
students, and the students pay to the cor- 
respondence schools tuition fees amounting 


Double Taxation of Bank Stock 


NEW and interesting development 

in bank tax law has grown out of 

a recent decision of a Federal dis- 

trict court in Missouri in a case involving 
the taxes of the First National Bank of St. 
Louis and of other national banks in that 
city. (First National Bank in St. Louis 
et al v. Buder, assessor No. 6949 in equity.) 

As leading up to a better understanding 
of the decision it may be well to recall that 
it was formerly the practice in a few states 
which had adopted a system of taxation of 
personal incomes in addition to the general 
property tax, not only to tax bank shares as 
the property of the shareholder but. also to 
require him to pay taxes on his dividends as 
part of his personal income. New York 
and Missouri were among such states. 

The amendment of Section 5219 U. S. 
Revised Statutes, March 4, 1923, made this 
practice unlawful so far as national banks 
are concerned. The Congressional permis- 
sion thereby given to the states* was to tax 
national banks in one only of three permis- 
sible ways, namely, the shares as the prop- 
erty of the shareholder, the dividends as 
personal income of the-shareholder or the 
income of the bank. From that time :on, 
taxation of both shares and dividends be- 
came unlawful. 


OLLOWING this amendment, the State 

of New York on June 1, 1923, promptly 
passed a law exempting from personal in- 
come tax, dividends received on shares of 
banks and trust companies as well as on 
moneyed capital taxable at the same rate 
as bank shares. The State of Missouri, 
however, failed to take legislative action un- 
til April 18, 1925, when it elected to make 
share taxation the sole method. 

The outcome of this belated action is the 
decision in question which holds that from 
March 4, 1923, until ninety days after the 
adjournment of the legislature in 1925 there 
was no valid law in Missouri whereby na- 
tional banks or stocks, or income from divi- 
dends on such stocks, could be taxed and 
that the taxes imposed upon the shares of 
national banks for the year 1924 were uncol- 
lectible. 

The reasoning upon which this decision is 
based is that since two of the electively per- 
missible modes of taxation existed by statute 
in force in Missouri at the time of the 
amendment of March 4, 1923, and as but 
one of them was lawful after the passage 


to $70,000,000 each year. Some of these 
schools are good, some indifferent and many 
are said to exist solely for the revenue they 
bring to the owners. Ninety-five per cent 
of all those who enroll in correspondence 
schools abandon the courses within a few 
months. The resulting monetary loss is no 
doubt negligible in comparison with the re- 
action which must too often follow the dis- 
illusionment. 

Beyond these schools there are the public 
evening schools, the association and frater- 
nity schools; the extension and correspond- 


By THOMAS B. PATON 


General Counsel 


of that amendment, one of these statutes 
cancelled the other until an election was 
made as to which should be in force; be- 
cause both were in force equally but one 
only, because of the effect of the paramount 
law, could be valid and this one could not 
be valid until an election was made by the 
legislature. It is held to be a fundamental 
proposition that when there are two equally 
valid statutes of a state in operation con- 
currently and only one of them is subse- 
quently permitted to be operative by virtue 
cf paramount law, neither statute is opera- 
tive until there is a subsequent election by 
the state as to which statute shall continue. 


HE Act of March 4, 1923, contained a 

validating provision permitting the legal- 
izing by the states of taxes theretofore paid, 
levied or assessed upon the shares of na- 
tional |anks, or the collection thereof, to 
the excent that such taxes would be valid 
under the new law and the Missouri Legis- 
lature of 1925 sought to validate the assess- 
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ence courses of the universities and finally 
the opportunity for self-improvement offered 
by the country’s system of public libraries 
with their wealth of technical, general and 
character-building literature. 

In providing means for adult education 
the American Bankers Association is in the 
forefront. Through its Committee on Pub- 
lic Education it is reaching millions of men 
and women with useful, applicable facts 
relative to business, and through the Ameri- 
can Institute of Banking, is directing the 
studies of over 30,000 students of banking. 


and Dividends 


ments of bank shares for 1923 and 1924; but 
the court holds that as there was no law 
after March 4, 1923, in Missouri by which 
stock in national banks could be lawfully 
taxed, the 1925 Validation Act was retro- 
active and constitutionally invalid. The 
state cannot pass a law taxing for past 
years property which was not by an exist- 
ing statute taxable for such years. 

It was further urged before the court that 
the Legislature of Missouri made its elec- 
tion as soon as it could do so, that is to say, 
in 1925 but the court denies this contention. 
It points out that ‘twenty-two days remained 
of the regular legislative session of 1923 and 
that the Legislature might have remained 
longer in session and holds there was ample 
time to pass an act of election at the 1923 
session. 

The decision of the Federal district court 
will be of peculiar interest to bankers in 
any other states where a tax situation, sim- 
ilar to that of Missouri, has been in ex- 
istence. 


Official Notice 


"STATEMENT OF THE OWNERSHIP, MANAGEMENT, CircULATION, Etc., ReEQuIRED By THE Act oF CONGRESS 
or Avcust 24, 1912, of the AmERricAN BANKERS ASSOCIATION JOURNAL, published monthly at New 
York, N. Y., for October 1, 1925. 

§ State of New York, County of New York, ss. DBefore me, a Notary Public in and for the State and 
county aforesaid, personally appeared James E. Clark, who, having been duly sworn according to law, 
deposes and says that he is the editor of the AMERICAN Bankers Association JourNat and that the 
following is, to the best of his knowledge and belief, a true statement of the ownership, management (and 
if a daily paper, the circulation), etc., of the aforesaid publication for the date shown in the above 
caption, required by the Act of August 24, 1912, embodied in section 411, Postal Laws and Regulations, 
printed on the reverse of this form, to wit: 

{1. That the names and addresses of the publisher, editor, managing editor, and business managers are: 
Publisher, F. N. Shepherd, 110 East 42nd Street, New York, N. Y.; editor, James E. Clark, 110 East 
42nd Street, New York, N. Y.; managing editor, none; business manager, James E. Clark, 110 East 42nd 
Street, New York, N. Y 

§2. That the owner is: (If owned by a corporation, its name and address must be stated and also 
immediately thereunder the names and addresses of stockholders owning or holding one per cent or 
more of total amount of stock. If not owned by a corporation, the mames and addresses of the 
individual owners must be given. If owned by a firm, company, or other unincorporated concern, 
its name and address, as well as those of each individual member, must be given): The American 
Barkers Association, 110 East 42nd Street, New York, N. Y. (A voluntary, unincorporated association 
of banks: William FE. Knox, The Bowery Savirgs Bank, New York, N. Y., president, and Fred N 
Shepherd, 110 East 42nd Street, New York, N. Y., executive manager.) 

93. That the known bondholders, mortgagees, and other security holders owning or holding 1 per cent 
or more of total amount of bonds, mortgages, or other securities are: None. 

"4. That the two paragraphs next above, giving the names of the owners, stockholders, and security 
holders, if any, contain not only the list of stockholders and security holders as they appear upon the 
books of the company but also, in cases where the stockholder or security holder appears upon the books 
of the company as trustee or in any other fiduciary relation, the name of the person or corporation for 
whom such trustee is acting, is given; also that the said two paragraphs contain statements embracing 
affant’s full knowledge and belief as to the circumstances and conditions under which stockholders and 
security holders who do not appear upon the books of the company as trustees, hold stock and securities 


. in a capacity other than that of a bona fide owner; and this affiant has no reason to believe that any other 


person, association, or corporation has any interest direct or indirect in the said stock, bonds, or other 
securities than as so stated by him. 
15. That the average number of copies of each issue of the publication sold or distributed, through the 
mails or otherwise, to paid subscribers during the six months preceding the date shown above is 
(This information is required from daily publications only.) 

JAMES FE. CLARK. 


Sworn to and subscribed before me this 21st day of September, 1925. 
§(My commission expires March 30, 1926.) [SEAL] Richard W. Hill, Notary Public. 


~ 


The Outlook Is for Continued 
Good Business 


By GEORGE E. ROBERTS 


Vice-President, National City Bank, New York City 


Normal Price Relations Now Restored. Scant Prospect of 


Materially Lower Prices. 


Net Increase in Volume of True 


Bank Credit During Past Two Years Small. Country Likely to 
Have Another Period of Inflation Before Any Depression. 


HE business world has been tossing 
about in the last seven years in the 
wake of the greatest disturbance 
ever experienced since business has 
reached the modern, highly organized state. 
The war enormously stimulated some. in- 
dustries and restricted and depressed others. 
It disrupted long established trade rela- 
tions. It broke down the international ex- 
changes. It disturbed the price relations 
between different classes of commodities. 
And, finally, it created such an enormous 
demand for manpower and drew upon the 
industries to such an extent that it caused 
a great and general rise of prices. 
The price situation broke in 1920, and 


although prices had gone up fairly well to- ° 


gether in the great rise, they came down 
in very uneven fashion. Some of them fell 
back to the 1913 level and even below, 
and some not nearly so much or scarcely 
at all. Organized labor resisted wage re- 
ductions quite successfully, at least so far 
as wage rates were concerned, although 
actual wages have been largely reduced by 
unemployment. On the other hand, farm 
products and other commodities produced 
by unorganized industries took a heavy de- 
cline. There has been an agricultural crisis 
since 1920 in every country of the world, 
and the effect has been to throw the trade 
situation out of balance, curtail consumption 
and cause a great amount of unemployment 
in the highly organized countries. 

The British Government last year ap- 
pointed a committee to inquire into the state 
of industry and trade, and the report of this 
committee has been published recently. It 
states that the exports of Great Britain in 
1923 in physical volume were about 75 per 
cent of what they were in 1913, but that 
Great Britain’s share of the exports of all 
countries was not less than in 1913. The 
trade of the world has been down, and all 
countries have suffered in consequence. 


The Situation at Home 


| this country the situation has been un- 
stable for the same reason. Our indus- 
tries have been active by spells, but the buy- 
ing power to maintain them in a state of 
activity has been wanting. Approximately 
one-third of the people of this country live 
on the farms and these people have been 
short of buying power in recent years by 
reason of the low prices of what they have 
had to sell. This situation has changed 


for the better very much in the past year, 
and the entire business situation has im- 
proved in consequence. 

It: is contended in some quarters that this 
improvement is a temporary condition, due 
to short crops, and that with full crops over 
the world, prices will decline again. How- 
ever, short crops somewhere are the usual 
order of Nature, and the problem of ad- 
justing the supply of farm products to the 
demand is just what it always has been. If 
anything, it promises to be less difficult in 
the future, for the world’s population is 
increasing more rapidly than ever, and there 
are.no more such areas of cheap, fertile and 
accessible lands to be opened for settlement 
as there have been in this country in the 
past. The significant thing is that consump- 
tion of the principal agricultural products is 
close up to production. 


| Strength of Business 


THe strength of the present 
situation is in the fairly bal- 


anced relationships existing 
among the industries. The farther 
we get away from the great dis- 
turbance caused by the war, the 
more stable the business situation 
is likely to be, except as we are 
induced by the excitements of 
prosperity to commit excesses 
which of themselves produce re- 
actionary effects. We shall have 
interruptions of that kind and 
need to be on our guard against 
them. Cheap money is a great 
breeder of inflation and extrava- 
gance and we are not without 
symptoms that the speculative 
fever is abroad in the land. It 
has insidious ways of getting into 
the business situation, and over- 
building at a level of costs 1s one 
of them. We are an optimistic 
people, and in times of prosperity 
always in danger of discounting 
the future too freely—GEORGE 
E. Roserts. 


The outstanding feature of the business 
situation in the United States is this restora- 
tion of normal price relations. It corrects 
the condition which has been the main cause 
of instability and seems to afford the best 
basis for lasting prosperity that the country 
has had since the war. 

On the other hand, what uncertain ele- 
ments are there in the situation? What 
developments are possible which might 
throw it out of balance again? It is said 
by those who have misgivings as to the fu- 
ture that the general level of prices still is 
very high as compared with that prevailing 
before -the war, that the amount of bank 
credit in use is greater even than at the 
height of the boom in 1920, and that these 
facts are indicative of an inflated rather 
than a deflated situation. It is suggested 
that the restoration of industry in Europe 
means the beginning of intense competition, 
which is likely to put our price structure to 
a severe test, and may put such pressure 
upon our industries as to force both wages 
and prices down to lower levels. 

The intimations of this argument are that 
we have only about one-half completed the 
deflation process, that inflation was caused 
by the abandonment of the gold standard 
on the part of most of the world, with an 
enormous use of credit for war purposes. 
With the war demands eliminated, with all 
nations coming back to the gold standard 
and Europe recovering her full industrial 
powers, the question is asked, why under 
these conditions the full play of economic 
forces should not work out about the same 
results in prices as before the war. In 
other words, what is to prevent our slipping 
back to about the pre-war price-level? 


Fear of European Competition 


| specter discussing the price level, I 
would like to consider the matter of 
European competition, and its probable in- 
fluence. Many people are apprehensive of 
it, and particularly of German competition. 
It is doubtless true that Germany will cut 
a larger figure in world trade in the future 
than it has in those years since the war; 
it certainly will have to do so if it is to 
make the reparation payments. But we 
should remember that Germany was a great 
figure in the world trade before the war. 
She was in the full strength of her in- 
dustrial power then, and it is well to re- 
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member that even then her imports tended to 
exceed her exports. In other words, she 
was buying at least as much as she was 
selling, she was making as much business 
for other people as she was doing abroad 
herself; and therefore was doing as much 
to support prices as to depress them. 

We get into the habit of thinking of 
other nations as producers and competitors 
only and of forgetting that they are also 
consumers and customers. They all con- 
sume about as much as they produce and 
buy as much as they sell. The purchasing 
power of every people is in its own powers 
of production, and if the world gets back 
into balanced trade relations, we may count 
upon it that although offerings 
on the market may be greater, 
demands everywhere will be also 
greater and consumption greater. 


The world has been passing 
through a period of restricted 
consumption and development, 


and it is not only possible but 
probable that a general revival 
of enterprise and activity will 
bring about a higher rather than 
a lower level of prices. 

Judging by the price tables 
compiled in the several countries, 
prices in Europe, in relation to 
the pre-war level, are not much 
lower than in this country. In 
England the difference is very 
slight; on the continent prices 
are lower, but have an upward 
tendency, and with a further re- 
vival of industry probably would 
come up very soon to the pre- 
war relationship. The work-day 
is generally shorter in Europe 
than before the war, and there is 
no reason for thinking that 
European competition is more to 
be feared now than then. 


HERE is no basis for be- 

lieving that the surplus pro- 
duction of European industries 
could displace any considerable 
portion of the production of this 
country under any possible cir- 
cumstances. We hear occasion- 
ally of Belgian offerings of pig 
iron or steel in this market, but 
there are a number of American 
companies outside the first rank any one of 
which makes more pig iron*or steel than 
all the Belgian works put together. 

The question as to the probable effect 
upon prices of having all countries re- 
store the gold standard is a very interesting 
one. It means, of course, that prices are to 
be in terms of gold and dependent upon the 
gold reserves and the volume of credit con- 
vertible into gold. If it means that the 
amount of credit outstanding would be con- 
tracted to approximately the volume of pre- 
war times, or that the countries would set 
up a sharp competition for gold, prices cer- 
tainly would decline, but neither of these 
effects are probable. In most of the coun- 
tries which have not already resumed gold 
payments efforts will be directed to the 
stabilization of currencies rather than to 
the substitution of gold for paper, or to 
raising the value of the currencies. As to 


competition for gold, conditions are such 
that it is not likely to occur. 


The increase in banking reserves since 
1913 the world over has been quite as great 
as the rise of prices. According to the 
Federal Reserve Bulletin, at the close of 
1924 the gold reserves of thirty-six coun- 
tries were 80 per cent higher than at the 
close of 1913. This increase was partly 
from newly mined gold and partly by ac- 
cumulations of gold coin formerly in circu- 
lation. 

The gold reserves of Great Britain are up 
about 300 per cent as compared with 1913, 
those of Holland and the Scandinavian coun- 
tries about the same; of Spain about 500 per 
cent. Those of Germany and France are about 
the same as before the war. Russia has lost a 
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Photo courtesy New York Edison Co. 
A night time view of the New York financial district, the 
Woolworth Building tower looming up highest. 


large amount. In Asia, the reserves of Japan 
have increased largely and in South America 
the same is true of Argentina. Assuming 
that international trade is returning to a 
fair state of stability the countries of west- 
ern Europe have ample reserves, with the 
possible exception of Germany, where there 
is a scarcity of working capital and need 
for a larger supply of bank credit. 

The danger of a scramble for gold is re- 
duced to improbability by the fact that 
the countries which might be expected to 
want more are not in position to acquire it 
in other than very moderate amounts. They 
are either needing capital in other forms, 
or have debts to pay to other countries, so 
that any surplus of exports over imports 
which they may have for some years to 
come probably will be absorbed in other 
ways. 

Experience has shown that what is known 
as the gold exchange standard can be main- 
tained with very small actual holdings of 


gold, and both exchanges and currencies 
successfully stabilized by capable banking 
management. The countries which are low 
in gold will have to resort to this manage- 
ment and accumulate capital before they can 
draw gold. 

The United States has about 80 per cent 
more gold than it had in 1913, and besides 
that the efficiency of its reserves has been 
greatly increased by the establishment of 
the Federal Reserve System. The United 
States could spare a large amount of gold 
to other countries if there was need to do 
so, but it is in a creditor position to the 
rest of the world, making it difficult for 
other countries to take gold from us. There 
is no prospect, therefore, that the 
reserves of this country will be 
seriously depleted. 

It is to be considered that the 
production of gold before the 
war was more than sufficient to 
maintain the price level. Ac- 
cording to the Bureau of Labor 
price tables the general level rose 
about 25 per cent from 1900 to 
1913. It probably would have 
continued to rise if there had 
been no war. Following the rise 
of prices in 1917, gold produc- 
tion declined, owing to higher 
costs, but it has now recovered 
about halfway from the low 
point. In the largest gold field, 
that of South Africa, the pro- 
duction in 1924 exceeded that of 
any pre-war year, and costs were 
as low as in any previous year. 


T appears, therefore, that little 
reason exists for doubting 
that the supplies of gold will be 
ample to maintain the existing 
price level, at least as far into 
the future as present calculations 


need go. 
The development of banking 
facilities and particularly the 


consolidation of banking reserves 
in central institutions, and an in- 
creasing degree of cooperation 
between the central banks of the 
several countries tends to econ- 
omize the use of gold. The in- 
creasing supply of securities 
known in international markets 
has a like influence. 

If there is nothing in the monetary or 
credit situation to force a general price- 
movement to lower levels such a movement 
is not likely to occur. The general price 
level moves upward more easily than down- 
ward. Most people are willing to cooperate 
in a rising price movement, provided they 
can participate in it, but falling prices are 
unpopular, and cannot go far in organized 
industry without meeting with resistance. 
When production is carried on with hired 
labor as it is in most industries, excepting 
agriculture, it will be curtailed rapidly 
when prices fall below the cost level, and 
that is soon reached unless there is a gen- 
eral reduction of wages, which is not readily 
accomplished. The present system of prices 
is so firmly established and its various fac- 
tors so interlocked that there is no prospect 
of its being lowered materially, except by 
influence which would operate slowly. 
(Continued on page 387) 
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Setting Up a Department to Sell 
Real Estate Mortgages 


By T. R. DURHAM 


Vice President, Chattanooga Savings Bank & Trust Company 


Three Types of Securities May Be Created for Sale to the Bank’s 
Depositors—Certificate of Interest, First Mortgage Certificate or 
Participation Trust Certificate. Last Method Is Best Because It Is 
Not Necessary for the Bank Selling Them to Carry Any Reserves. 


HE suggestion that banks might add 

a profitable department by setting up 

a real estate loan department that 

would sell the resulting mortgages 
to the public as investments has created a 
great deal of interest. This article is a 
sequel to that which appeared in the last 
issue—for it tells how a bank may install 
such a department. 

It would naturally appear upon first 
consideration that it would be a poor policy 
for a bank to offer a savings depositor a 
better rate of interest on a mortgage or 
certificate than is being paid on his savings 
account. But if such an increase is not 
only profitable to the bank but a real satis- 
faction to the depositor, then it is worthy 
of considerable thought and attention. 

Of course, if prevailing rates on mort- 
gages in any given community are practical- 
ly the same as the rate -.id on savings 
deposits, obviously the discussion ends imme- 
diately. But this condition prevails in so 
few places that the average bank in the 
average city can with profit to itself and 
with appreciation on the part of the de- 
positor, offer him a mortgage, or participa- 
tion in one, at a rate higher than can con- 
sistently be paid on a savings account. 

In my judgment it is the positive duty 
on the part of the banker to supply the 
investment needs of his own depositors, pro- 
viding the best possible return, consistent 
with safety and good banking practice. Such 
a duty is made more pleasant when it can 
be performed with undoubted profit both 
directly and indirectly, through the sale of 
real estate mortgages. 

But as it developed that many banks do 
not even make loans on real estate, it was 
suggested that the essential forms be re- 
produced for the benefit of any bank desir- 
ing to establish a real estate loan department 
and for the possible improvement in the 
detail work of those who already have one. 


How to Sell Mortgages 


HE practice of selling mortgages to de- 
positors likewise appears not to have 
been adopted generally. I will not repeat 
the many reasons for such a policy, except 
to say that it is a most satisfactory and 
profitable business. This article will be con- 
fined to the detail of a system for disposing 
of mortgages. 
The simplest form of selling mortgages 
is to transfer the mortgage itself according 


to the legal requirements. In many states 
the assignment does not have to be recorded, 
as the note properly indorsed completes the 
transaction. In other states a formal as- 
signment is required which must be recorded 
for the protection of the holder. 

In either event, the detail of handling 
both mortgages and certificates may be 
greatly reduced for the bank if the investor 
will leave all papers with the bank, taking 
a receipt for them for collection. If a bor- 
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Widespread Sale 


HE widespread sale of real 

estate mortgage bonds has 
been one of the marked develop- 
ments in American finance dur- 
ing the past few years. The pub- 
lic has invested heavily in them. 
In the accompanying article, the 
author tells how a bank can set 
up a profitable department to pro- 
vide investment for its depositors 
by selling to them the mortgages 
or participating certificates in the 
mortgages, which it makes. The 
return is generally higher than 
the rate paid on savings deposits, 
but Mr. Durham insists that the 
new department will prove to be 
a good venture for any savings 
bank or a savings department. In 
this article, the necessary forms 
needed for operating such a de- 
partment are given. 
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rower desires to prepay a part or all of a 
loan, the bank can handle the transaction 
without waiting to communicate with the 
investor. Interest coupons can be clipped 
and credited promptly, thus protecting the 
investor against his own negligence. A 
printed form such as reproduced about one- 
half size before, assists in making disposi- 
tion of the collection when attached to a 
note or coupon belonging to an investor. 
It may be used also to indicate to the teller 
the agreement of the lending officer as to 
an extension. 

In this connection, it is a splendid policy 
to credit all interest to investors on the 
date due whether or not it is paid by the 
borrower. Nothing pleases an _ investor 
quite so much as to receive prompt payment 
of interest and nothing so readily confirms 
his confidence in the investment. 

It should also be the established policy 
of every bank to protect any loan that may 
become in default even though it is sold 
without recourse. Mortgages are bought 
by investors largely upon the faith and con- 
fidence in the selling institution and such 
a policy is the best advertisement and busi- 
ness builder available. 

Insurance policies should be retained by 
the bank and expirations protected, giving 
to the investor for his file a certificate to 
show the payments. 

It would read: 


CITY SAVINGS BANK 


THIS IS TO CERTIFY That Policies of Insur- 
ance amounting to $........ with mortgage clause 
attached making loss, if any, payable to the CITY 
SAVINGS BANK, or its assigns, have been_de- 
posited with us as collateral security to Real 
Estate Loan No. ........ 

Dated at Blankville, this .... day of .... 192.. 


CITY SAVINGS BANK 


Heavy Jacket Desirable 


HEN delivering papers to an investor, 

a heavy manila jacket should be used, 
showing on the outside the number of the 
mortgage, the name of the maker, the total 
value of the security, the amount of the 
note, the rate of interest the mortgage bears, 
its date and maturity, together with the 
months in which the semi-annual interest 
is payable and the total amount of insurance. 
In this way, the investor has a complete 
record of the transaction on the outside of 
the envelope and if he keeps the papers in 
his own box he can locate any particular 
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mortgage without 
having to _ look 
through several pa- 
pers. It also keeps 
all of the papers 
with any particular 
mortgage _ together, 
so that when they 
are returned for col- 
lection there is no 
likelihood of some 
of them being 
omitted. 

This same system should apply when sell- 
ing certificates. A suggestion for a jacket 
of this kind is reproduced on this page. 

In order to keep a record of the mort- 
gages and certificates owned by each individ- 
ual investor, a form which has been used to 
great advantage is reproduced as Exhibit A. 
As will be noted, this card also provides 
for the information concerning the disposi- 
tion of collections and whether or not papers 
are held by the bank or are kept by the 
investor. This is quite important in order 
that the investor’s affairs may be handled 
according to his wishes. 


Certificates of Interest 


OME banks, in order to meet the de- 
mand for small mortgages, have adopted 
a system of selling certificates of interest. 
Where they hold a mortgage for a large 
sum and have applications from investors 
for much smaller amounts, the bank issues 
a certificate of interest describing a par- 
ticular mortgage but showing that the owner- 
ship has been divided among a number of 
purchasers. The form below illustrates this 
system but it does not have the advantages 
of some other systems which are in use 
and which accomplish the same purpose. 
The principal objection to a certificate of 
interest is the difficulty in accepting partial 
payments on mortgages of this kind, because 
this necessitates the distribution of part of 
the principal, and as a rule, is objectionable 
to the average investor.. It also necessitates 
sending out checks for odd amounts of in- 
terest, pro rating the interest of a given 
mortgage among a number of people. How- 
ever, if the bank does not care to adopt the 
regular participating certificate or a first 
mortgage certificate, the certificate of in- 
terest is a very good substitute. 


CERTIFICATE OF INTEREST 


BLANKVILLE SAVINGS BANK 


BLANKVILLE 
alloted 00... 
@ participation 
loan 
note 
Maturity............... 
with interest at ........ per cent per annum, pay- 
able semi-annually on............ and.......06. 
BLANKVILLE SAVINGS BANK. 
Blankville, .......... By 


President—Vice Pres.—Secretary. 
NOT NEGOTIABLE, 


owned by individual investors 


First Mortgage Certificates 


system which has become 
quite popular in recent years is the 
placing of a group of mortgages: with some 
other bank, usually an allied institution, 
and the bank of issue executing first mort- 
gage certificates, using the original first 
mortgages as security. This is a very ac- 
ceptable plan as an outside trustee acts as 
trustee both for the bank and investor and 
makes it possible to sell first mortgage cer- 
tificates in small amounts to satisfy the needs 
of small investors. 

These are usually printed up in different 
denominations, all certificates of the same 
series bearing the same date, and when sold, 
accrued interest is collected up to the date 
of the sale. Thé principal objection to this 
form is that a large number of certificates 
come due at the same time which burdens 


FIRST MOR 


TAGE LOAN 


ASSIGNED TO 


SECURITY 


Property in the City of 


Total Value of Security, - - $ 


Interest per cent. Loan, $ 


Dated____ 19. Due 
INTEREST 


EACH YEAR AT 


SAVINGS BANK 


NEGOTHTED B 


Savings Bank 


The type of heavy Manila jacket suit- 
able for holding papers when deliv- 
ered to investor 


the detail of either 
re-issuing them, or 
it is sometimes in- 
convenient to pro- 
vide the cash neces- 
sary to retire them, 
as they are usually 
direct obligations 
and must be paid at 
maturity, whether 


CR. SAV. 
CR. CHECKING © 


Exhibit A—A good form to use in keeping a record of mortgages and certificates the loans securing 


them have been 
collected or _ not. 
A suggested form of this kind follows: 


FIRST MORTGAGE CERTIFICATE 


Certificate Amount 
No. Series...... 


Issued by 


BLANKVILLE MORTGAGE CoO. 

For value received, the BLANKVILLE MORT- 
GAGE COMPANY, of Blankville, a corporation, 
hereby promises to pay to the registered holder 
hereof, the principal sum of............6. Dollars, 
in lawful money of the United States of America, 
on the first day of ...... , 19.., together with in- 
terest at the rate of .... per annum, payable semi- 
annually on the first days of ........ ee Te 
in each year, both principal and interest payable 
at the office of the BLANKVILLE TRUST COM.- 
PANY in BLANKVILLE, 

This certificate is one of a series of .......... 
certificates of like form, tenor, date and effect, 
numbered from ....... both numbers 
inclusive, and aggregating .............. Dollars. 

All of said certificates are, without reference 
to the time when actually issued, equally secured 
by certain first mortgage real estate notes deposited 
with the trustee herein named, equal in amount to 
the total of this series, and which are pledged to 
secure the prompt payment hereof, according to the 
terms and conditions of a certain trust agreement 
ere executed by the Blankville Trust 
Company at Blankville, as Trustee, and which is 
hereby made a part hereof, 

When any one or more of said first mortgage 
notes shall be paid, the Blankville Mortgage Com- 
pany agrees to and shall have the right to substi- 
tute other first mortgage real estate notes of like 
face value and equal security. 

This certificate is not valid unless certified by 
the Blankville Trust Company, Trustee, on the 
back hereof. 


BLANKVILLE MORTGAGE COMPANY 


Attest: President. 


Secretary 


TRUSTEE’S CERTIFICATE 


The within certificate is one of the series re- 
ferred to herein, and is secured by $............ 
First Mortgage Real Estate Notes, which are held 
by the Undersigned as Trustee, in accordance with 
the Trust Agreement herein referred to. 


BLANKVILLE TRUST COMPANY, Trustee 


A Satisfactory Method 


NE of the best methods of selling an in- 

terest in mortgages is by adopting the 
participation trust certificate. This plan 
provides for the segregation of a group of 
mortgages aggregating $100,000, or any 
other amount decided upon, within the same 
institution and the issuance df a like num- 
ber of participation trust certificates, using 
the mortgages as security. These may be 
issued with or without interest coupons, but 
the interest coupons simplify the transaction 
greatly since the investor may clip his own 
coupons and use them as a check. This ob- 
viates the necessity of sending out interest 
checks semi-annually. 

The bank acts as trustee for the investor, 
and while there is no legal recourse on th» 
part of the bank, the matter of business 
policy practically dictates that the bank pro- 
tect certificates at maturity. 

One splendid feature of this form is that 
they may be issued from day to day just 
like Certificates of Deposit or a Cashier’s 

(Continued on page 381) 
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The New Mexican Bank of Issue 


By ROSCOE WATTERSON 


New Banking Order Starts With Unpromising Outlook. Redis- 
count Facility of New Institution Can Be Extented to Very Re- 
duced Number of Banks With Limited Operations. Government 
Has Not Reimbursed Banks for Loans Made to Former Rulers. 


VER since the promulgation of the 

Mexican Constitution in 1917, the 

different rulers of Mexico have 

spoken of the establishment of a 
Central Bank of Discount and Issue as the 
solution of the monetary and banking prob- 
lem of the country. However, no definite 
step in that direction was taken until Feb- 
ruary 15, 1923, when President Obregon 
signed a decree establishing the basis for 
the establishment of a single Bank of Issue 
to be called the Banco de Mexico, S. A. 
After the enactment of this law, nothing 
but rumors and reports about an early 
opening were heard until late this summer, 
when the formal announcement was made 
that the opening of the bank would take 
place in September, 1925. 

Accumulated wealth, the basis of success- 
ful banking has 
been practically 
non-existent in 
Mexico. Labor, 
which _ constitutes 
the bulk of the 
Mexican popula- 
tion, is to a large 
extent satisfied to 
provide just 
enough for a bare 
day-to-day living 
and is not a pro- 
ducer of accumu- 
lated wealth. The 
middle class, liv- 
ing as a rule on 
wages, produce lit- 
tle accumulated 
wealth and_ the 
farmers, mer- 
chants and manufacturers, who are the 
principal producers of wealth in Mexico, 
have been forced by circumstances to send 
their capital abroad directly or indirectly 
through foreign banks _ established in 
Mexico. 


Disruption of Banking System 


RIOR to the revolution, the leading 

banks, in addition to ordinary banking 
business, issued their own notes. Any bank 
could issue notes on obtaining permission 
from its state or the Federal government, 
subject to the condition that the value of 
notes issued must not exceed three times 
the amount of its capital, and that the value 
of the note issue, together with the deposits 
repayable at three days, must not exceed 
twice the value of its metal reserves. 

This system, sanctioned by Acts of 1884 
and 1897, was not considered generally sat- 


isfactory, and the government showed a 
strong disposition to consolidate the note 
issue in one bank and to grant this privilege 
to the Banco Nacional de Mexico. An at- 


tempt to suppress the note issue of the other 
banks was successfully resisted, so that 
at the outbreak of the revolution in 1910, 
there were in existence twenty-four issue 
banks with an aggregate capital of 118,800,- 
000 pesos, a note circulation of 103,599,414 


The new Mexican Bank of Issue opens its doors. 


pesos, and a metal reserve of 86,761,072 
pesos, equivalent to 79 per cent of their note 
circulation. 

The revolution caused the public to with- 
draw their deposits which placed the banks 
in a difficult situation. The rule of General 
Huerta was disastrous to the banks, owing 
to the forced loans which he extracted from 
them. As they were not in a position to 
make these loans on normal terms, the Presi- 
dent authorized them to reduce their metal 
reserve from 50 to 33 per cent, and to treat 
as such reserve the bills drawn on the Fed- 
eral government by generals and state gov- 
ernors. He also decreed that notes should 
be compulsory legal tender. These measures 
enormously increased the note circulation 
and contributed to the depreciation of the 
national currency. 

Carranza, on coming to power, reverted 
to the idea of a sole issue bank with a mon- 
opoly, and in order to clear the way to it 
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resorted in September, 1915, to the simple 
expedient of creating a commission of in- 
vestigation, and of declaring those banks 
of which the reserve, in disregard of the Act 
of 1897, did not amount to 50 per cent of 
their note issue to have forfeited their char- 
ter. Of the twenty-four banks only nine 
were in a legal position and the Commission 
advised the liquidation of the remaining 
fifteen. But in September, 1916, a new de- 
cree was published which pronounced all 
previous banking legislation to be uncon- 
stitutional, and ordered the sequestration of 
all banks which within sixty days should not 
have brought their metal reserve up to the 
level of their note circulation. 

This new demand, with which no 
bank was able to comply, killed credit 
throughout the country, and forced all the 
banks into liquida- 
tion, subjecting 
them to abuses and 
extortions on the 
part of the Seques- 
tration Commis- 
sions. Finally in 
1921 the old issue 
banks were divided 
into three classes: 

(1) Those of 
which the assets 
exceed their li- 
abilities by 10 per 


cent ; 
(2) Those of 
which the liabil- 


ities exceed the as- 
sets by less than 10 
per cent; 

(3) Those with 
greater liabilities. 

Those of the first class are allowed to re- 
sume their former business, except the issue 
of notes. This class includes the following 
banks: Nacional de Mexico, Nuevo Leon, 
Mercantil de Monterey, de Sonora, Occidental 
de Mexico, Jalisco, Estado de Mexico, Mer- 
cantil de Veracruz, Zacatecas, Tabasco, Coa- 
huila, Durango, Minero de Chihuahua, and 
Guanajato. Those of the second class were re- 
quired to liquidate their assets in six years, 
and their liabilities in eight years, before the 
expiration of which period the government 
will pay what it owes to them. These banks 
are the Peninsular de Mexico, Hidalgo, 
Guerrero and Morelos. 


Present Conditions 


RDINARILY, the savings of the 
poorer classes form a basis for a large 
part of the financial operations of any coun- 
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try. Postal savings, savings bank deposits, 
life insurance and building and loan associa- 
tions aggregate a large sum for banking 
operations. In Mexico, these are either 
entirely non-existent or are on a very small 
scale. There exists no form of postal sav- 
ings and the savings deposits of the banks 
are not important in volume of deposits. 
The usual disinclination in Mexico to make 
provision for a rainy day, coupled with the 
unhappy experiences of depositors in the 
past, when, as above stated, the government 
forcibly took possession of the bank re- 
serves which forced many banks into insol- 
vency and again in 1922 when several Mexi- 
can and American banks closed their 
doors with heavy losses to depositors, has 
resulted in the hoarding of money with 
a consequent loss to the volume of the cir- 
culating media and the risk of theft. Asa 
result, between the risk of loss and that of 
theft, the average laborer will spend his 
surplus wages, mostly for drink, on the 
principle of “having a run for his money.” 

The operations of the Mexican banks at 
present active in that country must be car- 
ried on largely with their own capital aided 
by only a small percentage of their deposits, 
as, owing to the restricted volume and the 
inflexibility of circulating media (gold and 
silver), a heavy reserve must be carried to 
protect deposits. This reduces their opera- 
tions to the buying and selling of exchange, 
the making of commercial collections, and to 
short term loans on quickly convertible se- 
curity. It also forces them to keep their 
loans within strict limits to most desirable 
borrowers, who, in the United States for 
instance, could readily obtain from three to 
four times the credit obtainable in Mexico. 

They cannot take the lucrative business of 
loans to the cattle industry which are neces- 
sarily long term loans. Agricultural loans 
are barred by the same conditions, plus the 
uncertainty of the basic security under the 
Agrarian Laws. During the transitorial 
period of giving privately owned lands to 
rural communities, the titles to rural prop- 
erty are so uncertain in Mexico as to pre- 
clude considering them as proper security 
on which banks may directly or indirectly 
advance money for agricultural operations, 
and the recent activities of tenants’ associa- 
tions in the cities, to a certain extent has 
prejudiced the making of loans having city 
real estate as their basis. 

Another point to consider is the effect of 
the Mexican disturbances on’ the morale of 
the people dealing with banks. Banking 
transactions are impossible with individuals 
who show no inclination to fulfill their ob- 
ligations, in that time loans made to a great 
number of individuals and firms are, as a 
rule, never honored when due, for some 
reason or other, always connected with dif- 
ficult conditions prevailing. 


Banking Field Is Limited 


HE funds of private individuals in Mex- 

ico are not to be found in the banks of 
that country and they continue to be used 
for the development of industry and com- 
merce of other countries. 
tion of Mexican banking is becoming more 
and more restricted and the decline in pro- 
duction limits the possibility of developing 
business even under the onerous conditions 
that exist at present. Bank lIcans and dis- 


The field of ac- 


counts are now being made on an interest 
basis of from 12 to 18 per cent per annum, 
and mortgage loans at from 1% to 2 per 
cent per month. Small industries and com- 
mercial enterprises which are not able to 
borrow from banks are being bled by us- 
urers who charge interest on loans ranging 
from 2% to 5 per cent per month. Further- 
more, the number of banks operating in 
Mexico at present is exceedingly small for 
the size and economic life of the country. 
The Monetary Commission of Mexico has 
stated that there are about 150 banking 
houses in the country, including banks, 
bankers and branches of foreign banks. It 
is a fact, however, that scarcely twenty are 
of any material importance. 

Another great difficulty in the banking 
development of Mexico is the inelasticity 
and nature of the currency. Remittances of 
funds are both expensive and difficult on ac- 
count of metal alone being in circulation. The 
restriction on the circulation of gold is be- 
coming more and more pronounced and sil- 
ver is being placed in circulation in increas- 
ingly greater quantities. The reduction in the 
circulation of gold may be due to the fol- 
lowing causes: The Comision Monetaria 
is the depository for the petroleum taxes, 
which are paid in gold, and these are being 
held to apply to the reserve fund instead of 
being: placed in circulation. The regular 
inspection of banks, as provided for under 
the new banking law, compels the banks to 
maintain a metallic reserve of 33 per cent 
of their assets. To comply with this regu- 
lation there has been, therefore, an active 
movement to concentrate gold in the banks. 

The operations of the old Mexican banks 
of issue, with two or three exceptions, have 
been paralyzed since they were closed down 
by Carranza. The law of January 31, 1921, 
placed these institutions in a position, from 
the legal point of view, to liquidate or to 
renew operations. However, since the pay- 
ments which the government had agreed to 
make to the banks in reimbursement of the 
advances made to the Carranza administra- 
tion have not been met, the only advantage 
which the owners of the banks have obtained 
in virtue of the above law is that of keep- 
ing their institutions under their own con- 
trol. On the other hand, delay on the part 
of the government to meet its obligations has 
been the cause of loss to the banks, since 
personnel has been kept to keep affairs g0- 
ing until new events take place. 


Reform Legislative Measures 


TEPS toward banking reorganization 

were not taken in Mexico until the close 

of 1924, when four important legislative de- 
crees were passed, as follows: 

The creation of a Permanent Banking 
Commission entrusted with the study of 
banking reorganization and inspection over 
the present system. 

The changing of the status of the Com- 
ision Monetaria, the Mexican Official Bank. 

The enactment of the new banking law in 
Mexico. 

The enactment of the law governing the 
Mexican Banks of Promotion (Bancos Re- 
faccionarios). 

The Permanent Banking Commission has 
been charged with the revision of the author- 
izations under which banks are operating at 
present in Mexico and it has succeeded in 


establishing a certain uniformity in the 
manner of operation and in the reporting 
systems of the banks. Authorizations for 
the establishment of new banking institu- 
tions have been granted with the consent 
of the Commission. 

The changing of the status of the Com- 
ision Monetaria is important because of the 
character and wide ramifications of this insti- 
tution. It was established in 1916, having as 
its most important functions, those of acting 
as fiscal agent and regulating the currency 
circulation. The new law fixes the capital 
of the bank at 15,000,000 pesos, divided into 
150,000 shares of which 76,500 shares are 
owned by the government and 73,500 shares 
are to be sold to the public. The advisory 
board is to be composed of seven members 
appointed by the government with the excep- 
tion of three which shall be appointed by the 
private shareholders if 50 per cent or more 
of the shares have been sold. The Commis- 
sion is authorized to engage in all banking 
operations with the exception of the follow- 
ing: Loans to any government; mortgages, 
except when tendered as additional collat- 
eral in time of difficulty; agricultural cred- 
its; participation in private enterprises; in- 
vestments in stocks having gone without 
dividend payments during five years; loans 
and discounts with maturity of over 90 days 
and less than two signatures; purchase of 
stock in other Mexican banks. Reference 
will be made to the condition of this bank 
in another section of this study. 

The new banking law of Mexico divides 
banking institutions into seven classes: (a) 
The Single Bank of Issue (Banco Unico) 
and the Monetary Commission; (b) mort- 
gage banks, (c) agricultural banks, (d) in- 
dustrial banks, (e) banks of deposit and dis- 
count, (f) trust companies and (g) banks 
of promotion. 

A special executive concession is re- 
quired for the establishment of any credit 
institution. Applications must be accom- 
panied by a cash deposit of 20 per cent of 
the amount, which, according to the law, 
the bank should have on hand when it 
began operations. Concessions may be 
granted to private individuals but the under- 
taking must be incorporated according to the 
commercial code, with certain exceptions. 
The duration of concessions cannot exceed 
thirty years from the date of this act. 

Minimum capital will be as follows: 
Class of bank Federal 


District 
Pesos 


1,000,000 


States and 
Territories 
Pesos 


500,000 


50,000 
250,000 
500,000 
500,000 


The Sole Bank of Issue and the Monetary 
Commission will be established and operated 
in accordance with special laws. 

Mortgage banks will be authorized to 
make loans for amounts not to exceed 50 
per cent of the value of the property given 
as guarantee for a term not greater than 
five years and amounts not to exceed 10,000 
pesos where agricultural and __ industrial 
banks are authorized to operate. Loans out- 
standing must not exceed twenty times the 
amount of the paid-in capital. Loans to a 
single individual or corporation must not 
exceed one-tenth of the bank’s capital when 
that capital is less than 1,000,000 pesos nor 
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are authorized to sell mortgage certificates 
and to make loans or advances for public 
works and all other banking operations with 
the exception of those pertaining to banks 
of promotion and agricultural and industrial 
banks. 


The Agricultural Banks 


GRICULTURAL banks are governed 
by the law relating to banks of pro- 
motion, with the following modifications: 
(a) Loans may be made only to farmers; 
(b) terms of loans for the purpose of ac- 
quiring supplies to be not longer than ten 
months and for amounts not to exceed 5,000 
pesos; (c) terms of loans for promotion 
purposes not longer than two years and for 
amounts not ‘to exceed 8,000 pesos. Agri- 
cultural banks may make mortgage loans for 
terms not to exceed five years and in 
amounts not to exceed 10,000 pesos. These 
banks will be entitled to issue certificates 
in amounts of 20, 50 and 100 pesos for terms 
not to exceed one year. 

Industrial banks are to be governed by 
the same regulations applying to agricul- 
tural banks, except that their loans shall be 
made exclusively to small industries. 

Deposits of banks of deposit and discount 
callable on demand or within thirty days 
must be guaranteed by a minimum cash re- 
serve in Mexican gold of 33 per cent. The 
balance of 67 per cent of the total deposits 
will be invested as follows: (a) In loans 
and discounts relating to investments within 
the Republic for a term not to exceed six 
months; (b) bills of exchange or drafts 


(c) shares, bonds and other securities which 
may be readily liquidated. 

Accounts carried in foreign currencies, 
payable in drafts drawn abroad, will not be 
considered legally as deposit accounts and 
therefore the reserve requirements do not 
apply to these accounts. 

The law regulating the operation of trust 
companies has not yet been enacted. 

Mexican banks will pay the following 
taxes: (a) Property tax, (b) taxes for mu- 
nicipal services, (c) tax on the annual net 
profits, (d) stamp tax on loan documents. 

The establishment of branches or agencies 
outside of the state, Federal, district or ter- 
ritory in which the bank is established will 
be regulated by the concession of that bank. 

Banks are forbidden: To acquire real es- 
tate other than the buildings required for 
the transaction of their business; to buy or 
operate with their own shares and bonds; to 
mortgage their properties; to participate in 
the issue of shares or bonds; to engage in 
the exploitation of mines, metallurgical plants, 
agricultural or industrial establishments or 
firms; to enter into partnership of any char- 
acter; to engage in insurance operations; to 
acquire shares of any other Mexican banks 
with the exception of the Sole Bank of 
Issue. 


Regulating Foreign Banks 


of foreign banks must com- 
ply with the regulations of the com- 
mercial code and will be governed by the 
provisions of the new banking law. They 
will have the same rights, privileges, obli- 


November, 1925 AMERICAN BANKERS ASSOCIATION JOURNAL 343 
Condition of the Active Banks in Mexico 
ASSETS 
Date Cash Loans and Deposits Other Other Discounts Total 
PRIVATE BANKS of Report on Hand Discounts in Banks | Credit Items Assets per Contra Assets 
ico. City Banking uly 15, 1925 1,662,656 3,985,079 1,806,155 1,475,872 9,030,758 
Hijos ~ Tan. 26, 1925 662 ,087 613,325 619,860 +33 149 ,436 654,400 3,248,447 
Cia. Bancaria de Paris y México... roe arch 31, 1925 1,650, 366 1,384,237 1,309,018 2,210,737 | eee 7,232,740 
March 31, 1925 26,233 1,689,282 304,090 1,546,934 5,661,252 
Crédito Espafiol de México............00eee scenes June 30, 1925 5,663,470 8,129,345 825,772 1,386,096 896,375 6,088,125 | 22,989,186 
TTT TT 9,664,812 | 16,206,697 4,560,805 7,311,326 2,129,281 8,289,459 | 48,162,383 
Branch of Foreign Banks: 
Canadian Bank of eb. 28, 1925 2,395,600 6,563,529 2,372,987 135,843 | 12,758,917 
dens 0% 60:0 Oct 31, 1924 5,788,846 | 12,781,403 | 16,420,910 2,816,822 | 38,516,878 
Anglo-South American Dec. 29, 1923 978,660 116,043 2,422,723 
10,596,327 | 24,370,225 | 18,793,897 3,133,537 17,885 2,952,665 | 59,689,686 
Loans to Government 
Old Banks of Issue: 

Bane’ Nacional de México............000ee0eee Nov. 30, 1923 | 13,660,878 |118,718,110 | 18,344,137 | 21,081,653 2,675,623 | 32,005,015 |174,680,402 
LIABILITIES 

Other Other Accounts _ Total 

PRIVATE BANKS Capital Reserves Deposits Debit Items | Liabilities per Contra | Liabilities 

ico City Banking Corp........ uly 15, 1925 1,000,000 383,416 9,030,758 

Cfa. Bancaria de Paris y arch 31, 1925 2,425,000 343 ,033 4,139,716 7,232,740 
Crédito Espafiol de México..............-5eeeeeee June 30, 1925 4,000,000 599,900 | 11,471,964 “ie 6,088,125 | 22,989,186 
9,227,346 1,326,349 | 24,116,224 2,142,195 2,632,235 8,289,459 | 48,162,383 

} Branch of Foreign Banks: 
German Bank for South America...............- uly 15, 1925 1,000,000 427,971 4,351,915 5,991,168 
1,200,000 427,971 | 18,619,623 52,305 | 59,689,686 
Notes in Circulation 
Old Banks of Issue: 

Banco Nacional de México. ..........00eeeeeees Nov. 30, 1923 | 32,000,000 | 20,572,656 | 24,162,401 | 78,739,325] ........ 19,206,019 |174,680,402 
one-twentieth of the capital when the latter with at least two responsible signatures and gations and _ responsibilities as Mexican 
exceeds 1,000,000 pesos. Mortgage banks a maturity of not more than six months; banks. Operations of foreign branches in 


Mexico will be guaranteed by the entire 
assets of the foreign bank. These branches 
will be subject to Mexican laws and to the 
jurisdiction of the tribunals of the Republic. 
Neither the institution nor any of its em- 
ployees will have the right to diplomatic re- 
course. 

The Promotion Banks (Bancos Refaccion- 
arios) shall be authorized to engage in the 
following operations: 

(a) To make renewable loans of three 
years or less to cattle, agriculture, mining, 
industrial and commercial concerns, to be 
invested in the payment of wages, raw ma- 
terial, supplies, machinery, seed, tools, ag- 
ricultural implements, cattle, irrigation 
works or any other expenses incurred in the 
development of the enterprise for which the 
loan is made; for administration expenses 
and for the upkeep of the concerns being de- 
veloped. Loans must be guaranteed by real 
estate. 

(b) To make renewable loans for one year 
or less to the owners of farming, cattle, or 
industrial enterprises for the purpose of 
purchasing supplies or implements for the 
operation of such enterprise. These loans 
must be guaranteed by the products of the 
estate, raw material, cattle, supplies, ma- 
chinery and tools. 

(c) To issue interest-bearing bonds with 
maturity of not less than three months nor 
more than three years. 

(d) To engage in all kinds of banking 
operations except the issuance of notes and 
those operations which are the special func- 
tion of mortgage banks. 

(Continued on page 369) 
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Bankers Seek End of Federal Estate 


and Gifts Taxes 


Representatives of American Bankers Association Appear Before 
Ways and Means Committee of House of Representatives To 


Urge Tax Reform. 
come Taxes for Banks. 


ONGRESS has been urged by the 
American bankers to wipe the Fed- 
eral estate tax off the statute 
books and to repeal the Federal 
gifts tax. 

Appearing before the Ways and Means 
Committee of the House of Representatives, 
which opened hearings in October at Wash- 
ington to sound public opinion on the pro- 
posed reduction in taxation, members of the 
Federal Legislative Committee of the 
American Bankers Association advocated 
these two steps as the major changes to be 
made in tax reform. It was maintained that, 
in order to be entitled to be a part of the 
permanent taxing policy of the Federal gov- 
ernment, as distinguished from an emer- 
gency tax, the burdens should be on a broad- 
er base than the estate tax, which fell on 
less than 15,000 during the past year. 

In the field of tax revision, spokesmen 
for the bankers suggested that the framers 
of the new Revenue Act give due considera- 
tion to two features. Thomas B. Paton, 
General Counsel, urged that the tax burden 
on corporations be fittingly lightened along 
with the anticipated cut in surtaxes and the 
reduction in the rates on individyal incomes. 
Omission of the provision in the present 
Federal tax system making the income from 
a revocable trust taxable as part of the net 
income of the maker of the trust, was also 
sought, while the passing of the “Peepin’ 
Tom” publicity provision, which authorizes 
the publication of the amount of income tax 
paid by individuals, was asked. 


Should Abandon Estate Tax 


LL appeal for the abandonment of the 
estate and gifts tax was made by F. W. 
Denio, vice-president of the Old Colony 
Trust Company, of Boston. At the outset, 
the spokesman for the Association reminded 
the men, who are to frame the new Revenue 
Act, that the banks are not subject to either 
tax and that, hence their position was taken 
simply to see the public interest served. In 
their capacity as executors and trustees of 
many thousands of estates, and in their re- 
lationship of bankers to their depositors and 
other clients, Mr. Denio pointed out, banks 
have an unusual opportunity for observing 
the operation of the law and becoming ac- 
quainted with the point of view of a large 
number of people, who are thinking about 
these very problems. This intimate touch, 
he declared, has convinced the bankers that 
the two taxes have no rightful place in the 
permanent policy of Federal taxation. 
“The issue, with respect to the estate tax, 
is a narrow and simple one,” he argued. “In 


‘another reason against its usefulness. 


view of the estimated surplus yield of pres- 
ent Federal taxation over Federal require- 
ments and in view of the existence of a 
sound and well administered income tax law 
capable of meeting Federal requirements, 
shall a special form of Federal taxation 
known as the Federal estate tax, which was 
enacted to meet a great emergency, be con- 
tinued longer?” 

Pointing out that the 1925 yield from the 
estate tax was only $101,000,000, Mr. Denio 
maintained that the government could well 
afford to give up this sum, because the elim- 
ination of this tax would still leave a sub- 
stantial margin to be applied in cutting down 
taxes along other lines. 

“Whenever an estate tax has been made 
a part of the Federal revenue program the 
need arose from a war,” Mr. Denio said. 
“The present tax has been in force nine 
years. Comparing the present tax with for- 
mer ones which have been repealed there 
appears to be less justification for its con- 
tinuance than there would have been for 
the former ones. 

“We submit that there is no justification 
for continuing emergency taxation after the 
emergency has passed. The American 
Bankers Association is of the opinion that, 
in order to be entitled to be a part of the 
permanent taxing policy of the Federal gov- 
ernment, as distinguished from an emer- 
gency tax, tax burdens should be upon a 
broad base rather than a narrow one, such as 
the estate tax, which in the year just closed 
was assessed against less than 15,000 returns. 
Retention of an emergency tax tends to 
make it permanent, regardless of its revenue- 
producing ability, the financial necessity for 
its continuance, or the existence of other 
adequate and more sound sources of revenue. 


A Real Tax on Capital 


ad HE present Federal estate tax repre- 
sents a real tax on capital. Such a 
tax is necessarily unsound and unscientific 
because it tends to defeat itself as a revenue 
producer. In addition, it cannot be ques- 
tioned but that such a tax destroys initiative. 
A man who is devoting his energies to cre- 
ate an estate which will be liquid enough to 
sustain the enormous burden of such a tax 
upon his death can not use his wealth in the 
development of new industries. 

“The uncertainty of yield of the tax is 
No 
tax is absolutely settled in its yield but one 
element of a satisfactory form of taxation 
is a reasonable degree of certainty of yield. 
It is conspicuous by its absence from the 
Federal estate tax. 
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General Counsel Paton Asks for Lower In- 
Ask Better Treatment in Taxing Trusts. 


“If the income tax is adequate for meet- 
ing the financial needs, then additional forms 
of taxation are expensive to administer to 
the extent that they cost anything, because 
it is all unnecessary expense. 

“We recognize the necessity of adequate 
returns and the desirability of a broad base 
of taxation, but the number of returns any 
taxpayer is required to make should be re- 
duced to a minimum. To that end mul- 
tifarious forms of taxation should be re- 
duced to a minimum. We therefore favor 
the repeal of special taxes as rapidly as the 
financial condition of the Treasury will per- 
mit. The estate tax return is, and always 
will be, a complicated and burdensome one 
for the taxpayer.” 


Gifts Tax Unwarranted 


HE same reasons that apply to the estate 
tax may be cited against the federal 
gifts tax, Mr. Denio stated. 

“The gifts tax is much more easily 
avoided,” he asserted. “It represents a di- 
version of normal transactions. People 
have made gifts for years. It has been 
customary for a father to make gifts to his 
children for many years, and it is an inter- 
ference with the natural and normal proc- 
esses which we believe should be allowed 
to go on the normal way that they have al- 
ways done, and not in the excitable way that 
they have done in the last few years, due to 
the excessive surtax rate and to the high 
inheritance tax rates. 

“We believe in the reduction in the exag- 
gerated income-tax rates; the adjustment, 
if desired, but not the abolition, of the lower 
brackets of the income tax, and allowing 
gifts to take place in the normal fashion 
in which they have always been allowed to 
take place until last year.” 


Lower Taxes on Banks 


66 ITH the proposed general reduction 
in taxation, the time is opportune to 
consider the equity of the corporation tax- 
payer as compared with the individual tax- 
payer,” Judge Paton argued before the com- 
mittee. He developed the fact that the half- 
million corporate taxpayers paid a larger 
amount than the seven million individual tax- 
payers and maintained that “the tax on the 
same amount of income paid by the corpora- 
tion is much larger than the tax would be if 
the income were allocated to the individual 
stockholders of the corporation.” 
He presented extracts from letters from 
a small bank in Texas, a larger bank in 
Nebraska and a very large bank in New 
(Continued on page 379) 
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New Adaptation of Gold Standard 


in Britain and Germany 


By E. E. AGGER 


Associate Professor of Economics, Columbia University 


The Meaning of a Gold Standard. The Unrestricted System 


and the Restricted System. 


The Gold-Exchange Standard. 


Operations of the British and of the German Systems. The 
Reichsbank’s Three Options in the Redemption of Notes. 


HE breakdown of monetary stan- 

dards was one of the most disas- 

trous accompaniments of the World 

War. The broad outlines of the 
story have become generally familiar. To- 
day almost everybody knows what inflation 
means in terms of soaring prices, in dis- 
turbance of trade, in the undermining of 
thrift and in the redistribution of wealth 
and income. There is no need, therefore to 
go over this ground again. Interest now 
centers in the restoration of normal mone- 
tary conditions, and to most people this 
means the reestablishment of the gold 
standard. 

But what is not realized is that the re- 
establishment of the gold standard after a 
period of inflation is a difficult and expensive 
undertaking. It covers wide operations in 
the international as well as in the domestic 
market. In the international exchange mar- 
ket gold parities must be restored, while in- 
ternally the whole domestic price structure 
must be reorganized. Values must be 
brought down from an inflated paper to a 
solid gold basis. This generates friction in 
home as well as in foreign trade. At the 
same time gold resources have to be ac- 
cumulated in sufficient volume to insure 
the preservation of the re-adopted standard. 
Getting back to a gold standard after an 
era of inflation is, therefore, no small 
matter. 

The exact measure of the difficulty and 
expense of restoring the gold standard 
depends to some degree upon the form in 
which this standard is re-applied. The 
procedure is not necessarily the same in all 
cases. The forms worked out by the Dawes 
Commission for Germany and by the British 
government in the restoration of the gold 
standard in Britain last April are not the 
same, and both the German and the British 
systems differ from that which governs our 
practice in the United States. As much de- 
pends upon the success of the British and 
German schemes it is important that Ameri- 
can bankers and business men understand 
just what they imply, and how they differ 
from our own system. 


Meaning of a Gold Standard 


T= essence of the gold standard is that 
a country’s money be kept at an estab- 
lished parity with gold. It does not mean 
that to have a gold standard a country’s 
money must be gold. It is possible to have 
a gold standard without having an ounce of 


gold in circulation. The important thing is 
not the substance out of which a money is 
made but rather the value at which it cir- 
culates. Hence if this value be maintained 
at the established gold parity, a successful 
gold standard may be said to prevail. 

The crux of the problem lies then in the 
maintenance of the stated relationship be- 
tween money and gold bullion. It will not 
suffice for a government to declare that a 
certain relationship shall obtain and then 
trust to luck to have it work out in practice. 
It will not work out automatically. Definite 
steps have to be taken to insure the mainte- 
nance of any declared money value in gold. 

The maintenance of the standard involves 
both domestic and international considera- 
tions, and a word or two may be said about 
each of these in turn. 

Domestically, there are two aspects to the 
problem. First, it is necessary to maintain 
the established relation between standard 
money and standard bullion. Second, in 
view of the different kinds of money making 
up most modern systems, there is the prob- 
lem of maintaining parity in value between 
standard money and the other kinds (sub- 
sidiary or token money, credit money, etc.) 


Maintaining True Relationship 


HE established value relationship be- 

tween gold bullion and standard money is 
usually insured by making them interchange- 
able. Thus where gold is coined it is usually 
said that “freedom of coinage” on the one 
hand and the “melting pot” on the other will 
operate to keep bullion and coin equal in 
value. Where gold is not coined the free 
exchange of money for bullion, and the free 
redemption of money in bullion, will insure 
the same result. 

The maintenance of parity between stan- 
dard money and the other kinds, as for ex- 
ample between gold im the United States 
on the one hand and silver dollars, “green- 
backs,” Federal reserve notes and national 
bank notes on the other hand, is a matter 
of regulation of supply, of scope of legal 
tender powers and of possible redemption of 
all such forms of money in gold. Silver 
dollars are not specifically redeemable in 
gold, but they are limited in supply and 
they are full legal tender. Their value, 
therefore is unquestioned. 

The international aspects of the problem 
have to do with the freedom of movement 
of gold both into and out of the country. 
Gold, it must be remembered, is a world 
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commodity. Its value is determined in a 
world market. Freedom of movement of 
gold into and out of a country insures har- 
mony between the domestic and the world 
markets. Gold is no different from any other 
commodity. It tends to flow from markets 
where its value is relatively low to the mar- 
kets where the value is high. This tendency 
is obscured by the fact that under the gold 
standard there is in every country a fixed 
price for gold. In the United States for 
example 23.22 grs. of fine gold is always 
worth a dollar. That is its mint-price. 
Hence when in the international exchange 
market the money of one gold-standard coun- 
try is quoted below mint parity in terms of 
the money of another gold standard country 
that implies that gold has a higher money 
value in the country whose money is above 
parity than it has in the country whose 
money is below parity. If the discount is 
large enough to cover the actual costs of 
obtaining gold in the country with relatively 
low money-value and of shipping it to the 
country of high money-value, gold will be 
so shipped until the discrepancy in value 
again comes within such shipping costs. 
This is just another way of saying that 
when the foreign exchange rates advance 
to the gold-export point gold is exported 
and that when they decline to the gold- 
import point gold is imported. Complete 
freedom of movement of gold thus tends to 
hold a country’s money close to its mint 
parity (i. e. gold equivalent) in terms of the 
money of all other gold-standard countries. 


Different Types of the Gold 
Standard 


are several different ways of 
maintaining parity between a nation’s 
money and gold in the domestic and in the 
international market, i. e., there are several 
different types of the gold standard. 

There is first what may be called the 
complete or unrestricted system. This is 
exemplified by our own system here in the 
United States. Under this system there is 
definite provision for the coinage of the 
standard bullion and for the domestic cir- 
culation of standard gold-coin. Freedom of 
coinage and the melting pot insure the main- 
tenance of the legal relationship between 
gold bullion and gold coin. Anybody may 
bring gold to the mint, in any quantity and 
have it gratuitously coined at the rate of 
23.22 grains of fine gold to the dollar. 
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Similarly the holder of gold coin may ex- 
port it or may melt it down whenever he 
adjudges that the bullion use is to himself 
more important than the coin use. Hence a 
dollar and 23.22 grains of gold are always 
exactly equivalent in value. All the other 
kinds of money are on a gold-par basis and 
are so carefully safeguarded from this point 
of view that in practice it is a matter of 
indifference to the individual what form of 
money he receives. Furthermore, there are 
no restrictions on the importation or on the 
exportation of gold into and from our do- 
main, and it therefore follows that gold 
in the United States is in harmonious value 
relations with gold out in the world market. 

There is also, however, what may be called 
the restricted system. This system is ex- 
emplified by the practice in the Netherlands. 
Under the restricted system there is little 
or no gold in circulation. Money in general 
circulation may be legal-tender credit money 
or some other form of governmental money. 
Hence there is no provision for the redemp- 
tion of domesti¢ money in gold coin for do- 
mestic circulation or for private hoarding 
purposes. Gold is supplied for export, 
however, when foreign exchange rates rise 
to the gold export point. 


Theory of Restricted System 


em restricted system has an interesting 
theory. Its major principle is that while 
it is the government’s business to keep 
money at par with gold, it is not the gov- 
ernment’s business to supply gold for hoard- 
ing or for industrial purposes. Hence re- 
demption in gold of other kinds of money is 
necessary only where such redemption is of 
significance in maintaining the gold value 
of morey. The restricted system holds that 
all legitimate domestic monetary needs can 
be met through the use of money other than 
gold. But fluctuations in foreign exchange 
rates are indicative of relative changes in 
the value of a country’s money. As for- 
eign exchange rates go up the home coun- 
try’s money is going down. And if the 
moneys concerned are all on a gold basis, 
the fluctuations in the exchange rates imply 
also a fluctuation in the relative value of 
gold in the different countries concerned. 
For example, since the dollar is always 
equal to 23.22 grains of gold and the pound 
sterling is similarly equivalent to 113 grains 
of gold then when sterling is quoted in 
dollars at $4.90 it signifies that in terms of 
American money 113 grains of gold has a 
value of $4.90 in London as against the 
mint par of $4.8665 over here. As already 
explained when foreign exchange rates reach 
the gold-export point the export of gold tends 
to prevent a further rise in rates and the 
decline in the value of the home country’s 
money is checked. Redemption of domestic 
money in gold has therefore a real monetary 
significance primarily in the foreign ex- 
change market. Under the restricted stan- 
dard this is recognized, and gold is supplied 
whenever it is wanted for purposes of 
export. 


The Gold-Exchange Standard 


F NG pesnans system is the indirect, or what 
is more commonly known as the “gold- 
exchange” standard. This is exemplified by 
the system which was provided for the 
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Philippine Islands. Under the indirect or 
the “exchange” standard there is no pro- 
vision for the coinage or for the domestic 
circulation of gold. Money in general cir- 
culation is token and credit money. Instead 
of free coinage of, and redemption in, gold 
there is substituted a system of buying and 
selling bills of exchange drawn on a gold 
standard country. The government supplies 
domestic money in exchange for the speci- 
fied foreign bills at a price approximating 
the cost of importing bullion. In like man- 
ner it sells foreign bills for domestic money 
at approximately the gold-export price. 

As with the restricted standard so also it 
is the theory of the exchange standard that 
while it is the government’s business to 
maintain parity between money and gold 
this does not imply the necessity of supply- 
ing gold for domestic purposes of a non- 
monetary character. It is assumed that 
token and credit money of full value will 
suffice to meet all legitimate home needs. 
But fluctuations in the foreign exchange 
rates imply readjustments in the value of 
domestic money in gold, hence, in the for- 
eign-exchange market there is a distinct 
monetary need for gold. 

Thus far the theory of the exchange 
standard runs parallel with that of the re- 
stricted standard, but at this point the ex- 
change standard goes farther. It eliminates 
the actual handling of bullion altogether. 
Under an unrestricted standard, gold im- 
ported in connection with foreign exchange 
operations is turned over to the mint to be 
coined into or to be exchanged for domestic 
money. On the other hand the object of ex- 
porting gold is to obtain credits in terms 
of the money of the country to which the 
gold is exported. Consequently, if the gov- 
ernment stand ready to supply directly do- 
mestic money in exchange for foreign bills, 
and if it maintain adequate foreign credits 
against which it can offer bills in exchange 
for domestic money, the effect, so far as 
the home money is concerned, is exactly the 
same as if, in the first case, gold had been 
imported and coined into domestic money, 
and, in the second case, as if domestic 
money had been redeemed in gold and the 
gold so obtained had been exported. 


Selecting One Country 


RDINARILY under the exchange stan- 

dard one country is chosen as the basis 
of operations. In the Philippines, for ex- 
ample, bills drawn in dollars on the United 
States are relied upon. The money in cir- 
culation in the islands is made up of silver 
token coins and of paper money. The unit, 
the peso, is equated to an American half 
dollar. Whenever the peso goes up in Amer- 
ican dollars to a value corresponding to the 
gold import point the government stands 
ready to buy all dollar drafts offered at the 
gold import price. Similarly if dollar ex- 
change in terms of pesos goes to the gold 
export point, the Philippine government sells 
dollar drafts to any extent necessary at a 
price approximating the gold export rate. 


‘And in view of the wide possibilities of arbi- 


trage in exchange the maintenance of the 
value of the peso in dollars means its main- 
tenance in terms of the money of every other 
gold-standard country as well, and similarly, 
its maintenance in terms of gold itself. 
The great advantage of the gold-exchange 


November, 1925 


standard is that it is economical and flex- 
ible. No large investment is necessary to 
supply gold for domestic circulation. In- 
deed the government makes a profit out of 
the issue at gold value of token and of 
credit money. It earns an interest on its 
foreign balances and these can be quickly 
augmented, if occasion requires, through 
loans. 


The New British System 


LTHOUGH Germany under the Dawes 

plan re-established its money on a gold 

basis before Britain did, the British system 
may be taken up first. 

The new British system is a form of the 
“restricted gold standard” described above. 
Before the war Great Britain had a system 
like that of the United States, namely, a 
direct and unrestricted gold-standard. There 
was free coinage of gold, free redemption 
of Bank of England notes in gold and com- 
plete freedom in bullion exports and im- 
ports. In view of the fact that there was 
no credit money below £5 in denomination 
the money in actual circulation was largely 
gold coin and silver token-money. But 
during the war, through an over issue of 
currency and through an excessive expan- 
sion of credit the pound sterling declined in 
value and gold was driven from circulation. 
Similarly, exports of gold were virtually 
prohibited. Britain went on a fiat paper 
basis. The paper pound fluctuated in value 
as low as $3.50. The government itself 
issued £1 and 10s. notes and these took the 
place of the gold coins that had formerly 
been so abundant. The sacrifice of the gold 
standard was a hard blow to British pride 
and its restoration has been almost a fetish 
with the business public. 

The present system, based on the so-called 
“gold standard act of 1925,” makes no pro- 
vision for coining British gold pieces nor, 
therefore, for redeeming domestic currency 
in gold coin. The British mint is specifically 
relieved from the obligation to coin gold 
presented by any one except the Bank of 
England itself. All domestic monetary 
needs must be met with paper currency and 
with metallic fractional or subsidiary money. 
The bank is required to purchase gold at the 
regular rate (£3 17s. 9d. per ounce), but 
it gives in exchange sterling credits on its 
books, or paper currency. The law of 1920 
which prohibited the export of gold for five 
years will be allowed to lapse at the end 
of this year, and until then the bank is 
given a general license to export gold or 
to supply it for export at the mint price of 
£3 17s. 10%d per ounce. But gold supplied 
in this way is in bar and not in coin form. 
The bars weigh four hundred ounces and 
are worth approximately £1700. 

It will thus be seen that the whole object 
is to keep sterling at a fixed value in gold 
in the international market. The domestic 
situation must in time conform to this, but 
in the meantime friction and disturbance 
ensue. The domestic price structure had 
adjusted itself to a depreciated paper pound, 
while now prices, wages and costs generally 
must be brought down to a gold basis. Labor 
particularly is offering resistance and the 
whole industrial situation is disturbed. 

In the meantime, however, the govern- 
ment’s resolution to restore the pound to a 

(Continued on page 376) 
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Russia’s Big Program 


By ROBERT CROZIER LONG 


Correspondent of the London Economist at Berlin 


Germany Assisted by American Credits, Is Getting Business 
from the Land of the Ancient Czars Where the Soviet Govern- 
ment Has an Ambitious Trade Program. Execution Depends 
Upon Many “Ifs.” Peasantry Suffering from “Wares Hunger.” 


USSIA may be a better customer 
of the United States in her new 
business year 1925-26, which began 
on October 1, than she has been at 

any time since the Revolution. That is her 
own prophecy; and although the prophecy 
contains some unanswerable “‘ifs,” it is likely 
to prove substantially true. If the Soviet 
official program is fulfilled, Russia may even 
prove to be a very good customer. The 
difficulties of selling to Russia are great. 
But Germany has 
in considerable 
measure overcome 
them. Of her total 
exports a greater 
volume goes. to 
Russia and to 
states which form- 
erly were Russian 
provinces than to 
any other single 
country in the 
world. 


PART from 

proximity and 
knowledge of the 
Russian market, 
Germany has no 
advantage over the 
United States. 
With exception of 
foodstuffs all 
America’s staple 
export products 
are products which 
Russia needs. Rus- 
sia wants cotton, 
railroad materials, 
agricultural ma- 
chinery, motor 
trucks, elec- 
trical wares. First 
of all of course she wants credit. Without 
prejudicing the question whether it is safe 
to give her credit, it must be said that Eu- 
rope is increasingly inclined that way. At 
time of writing, the four German “D” banks 
are arranging to guarantee 100,000,000 
marks for financing exports of machinery to 
Russia on credit; and many other credit 
deals are under way. 

The United States since the Dawes Set- 
tlement was accepted has advanced large 
sums to German industry, and precisely to 
those branches of industry which, directly 
or through their affiliations, produce goods 
of the kinds which Russia wants. 

These American credits enable Germany 
in turn to grant credits to Russia on goods 


purchased; and thereby gain for Germany 
numerous orders, which Russia gives only 
on condition that she is allowed to pay part 
of the purchase price later. The recent 
orders for German (also British) textiles 
machinery are a case in point. Thereby 
indirectly Russia benefits from American 
credit-giving, apart from any American 
credits to herself. Germany however oper- 
ates on the sound principle that Russia must 
pay cash for a considerable part of each 


Inspecting a large quantity of Soviet gold in huge bricks that arrived in London to 
pay for British goods to be used in Russia. 


purchase. The question therefore, “How 
much will Russia be able to buy from 
abroad in the business year 1925-26?” is 
fundamentally the question, “How much 
cash will Russia have?” 

On this point the Soviet magnates are 
just now very optimistic. The good crop 
of 1925 and the very considerable rise in 
industrial production have given Russia a 
distinct push forward. “We are on the eve 
of the biggest export boom since 1913,” 
said Trotsky on September 15. “In fact our 
exports will soon be 100 per cent of the pre- 
war figure. We shall have enormous in- 
takings from these exports; and we shall 
have more cash than ever before with which 
to pay for imports. The year 1925-26 will 
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prove the most important year in the restora- 
tion of our foreign trade; and as givers of 
foreign orders we shall be among the most 
important countries in the world.” 

This Russian optimism is based upon sta- 
tistics. Whether the statistics are correct 
is not clear. But as the Soviet state has 
a monopoly of statistics as well as of every- 
thing else it is impossible to go beyond 
them. Both in regard to industry and to 
agriculture they are flattering. They show 
a largely increased 
output of manu- 
factured goods in 
the business year 
1924-25 as com- 
pared with 1923- 
24; and they are 
backed by an am- 
bitious _ industrial 
production pro- 
gram for 1925-26. 
They show ex- 
tremely good crops 
in 1925. The bulk 
of these crops will 
be exported in the 
business year 1925- 
26. The payments 
to be received for 
them therefore be- 
long to the new 
business year. It 
is largely with the 
wheat and_ rye 
grown in the pres- 
ent calendar year 
that Russia’s fu- 
ture purchases will 
be paid for. 


LTIMATELY 

Russia’s pro- 
duction of goods 
at home is the factor which determines 
how much she can buy from abroad. AI- 
though a crop failure would temporarily 
compel her to import breadstuffs, it would 
in the end reduce her general importing. 
A decline in her industrial output would 
not compel her to increase her imports of 
manufactures even temporarily. She would 
simply do without manufactures as she did 
in the “Black Bolshevik” years 1918-20. If 
Russia is to be a good customer of the 
United States and of Europe, she must first 
produce abundantly herself. 

The Soviet industrial output program for 
1925-26 is extraordinarily ambitious. It 
even assumes the doubling of the output of 
certain important wares. _In normal con- 


| 
| 
| = 


348 


AMERICAN BANKERS ASSOCIATION JOURNAL 


November, 1925 


ditions such a rate of increase would be 
impossible; but Russia, be it remembered, 
started from practically nothing in 1920; 
and even after the production of a particu- 
lar commodity has doubled in two succes- 
sive years it may (and usually does) remain 
far below the pre-war level. Therefore 
though the promised 50 and 100 per cent 
increases must be taken with reserve they 
are not necessarily chimerical. The trouble 
is that too much paper planning is done. 
On this matter the Soviet bosses, who claim 
a liberty of speech which they deny to their 
underlings, are sometimes edifyingly frank. 
The Pravda, criticizing the “Gosplan’s” 
programs, lately remarked that “If we 
spend so much energy on minute and elab- 
orate plans, we shall have no energy left 
for their fulfilment.” 

In August this “Gosplan,” which is the 
State Planning Board, published a detailed 
analysis of industrial and agricultural pro- 
duction. It estimated the gross value of 
production by agriculture, forestry, fishing, 
and hunting in the (then partly finished) 
business year 1924-25 at 9150 million roubles. 
This was at pre-war prices; and it was 71 
per cent of the production of 1913 on the 
present national area. The alue of indus- 
trial production, counting only the great 
mills and workshops which all belong to 
the state, was put at 3950 million roubles, 
which is 70 per cent of the figure of 1913. 
The value of production by agriculture, 
forestry, fishing and hunting in the new 
business year 1925-26 is estimated at 11,436 
million roubles. The increase is mainly due 
to the fact that in 1925-26 is included the 
good crop of 1925, whereas 1924-25 includes 
the bad crop of 1924. The value of in- 
dustrial production in 1925-26 (again only 
counting big concerns) is estimated at 5275 
million roubles. This nearly reaches the 
figure of 1913, which was 5620 million 
roubles. The whole value of national pro- 
duction in 1925-26, including this time the 
petty and home industries and every kind 
of agriculture, is estimated at 18,100 million 
roubles. That is approximately 90 per cent 
of the production of 1913. 


Raw Material Industries 
Recovering 


USSIA’S raw material industries are 
undoubtedly recovering, -though it is 
doubtful whether they are recovering as 
rapidly as the Soviet statistics claim. The 
“Gosplan” puts the gross output of oil, in- 
cluding mineral gas at its oil equivalent, in 
1924-25 at 432 million puds (of 16.38 kilo- 
grams), as against 562 million puds in 1913. 
The program for 1925-26 is 521 million 
puds. It is doubtful whether this program 
will be realized. All the programs of the 
“Gosplan” depend for their fulfilment upon 
large investments of state capital for repair 
and reéquipment of mills; and in 1926 no 
less than 1922 million roubles is required 
for this purpose. As this is equal to three- 
fifths of the whole budget expenditure it 
will certainly not be forthcoming. When 
the grant required by the Baku Naphtha 
Trust was cut down to half by the unfriend- 
ly Finance Commissariat, it was declared 
that in consequence the output program 
could not be fulfilled. 
Other great industries are in the same 


way. A very large state subsidy is required 
for reéquipment of the Donetz Coal Trust 
mines; and the program, which provides for 
a 42 per cent increase in production, is part- 
ly dependent upon this subsidy. The revival 
of the coal industry would nevertheless be 
satisfactory were the mines being operated 
at a profit. In fact the 1925-26 program 
foresees the large loss of 20,000,000 roubles 
by the Donetz Trust alone. It is easy to 
increase indefinitely the output of almost 
any industry if losses are accepted as nor- 
mal. The iron and steel production is more 
satisfactory. In 1925-26 production as com- 
pared with 1924-25 is to be doubled. This 
project seems less unreasonable when it is 
added that even after the doubling, the out- 
put will be only three-fifths of the pre-war 
volume. The official figures for pig-iron 
are (in puds) : 


1913 1924-25 1925-26 
257,210,000 72,971,000 151,300,000 


The output of steel it is estimated will in- 
crease from 102,000,000 to 182,500,000 puds, 
and of rolled goods from 75,700,000 to 141,- 
800,000 puds. The iron and steel branch 
has in fact greatly recovered from the worst 
point of 1920, when pig-iron output fell to 
2.4 per cent of the figure of 1913. 


Much Cotton Will Be Needed 


pone Russian manufacturing industry of 
most importance to American exporters 
is the cotton. It is certain that largely in- 
creased deliveries of American cotton will 
be necessary in the next few years. For 
while the textiles industry has raised its 
output very much, it is not yet able to meet 
the demand. The output of cotton goods in 
the new business year is to be approximate- 
ly 33 per cent higher than in the business 
year just past. This is not impossible. Al- 
most as great an increase took place in 
1924-25. The Soviet statistics and estimates 
which are here given are probably not en- 
tirely accurate. But German textiles ex- 
perts who visited Moscow in connection with 
the demand for spinning and weaving plants 
declare that the figures roughly represent 
the truth; and the large recent increase in 
America’s sales of cotton to Russia confirm 
the German view. The following figures 
refer to the cotton industry only: 


No. of 
Employees 


1924-25 
1925-26 


(program) 
(program) 


The picture of recovery so far given is 
distinctly favorable. But no industrial re- 
covery will, taken alone, make Russia a 
great customer of foreign countries. Her 
ability to buy from abroad depends primari- 
ly upon her crops. The crops of 1925 were 
abundant. Except in part of the Ukraine 
and in four governments of the central 
agricultural belt no failure was reported; 
and the population in these failure districts 
is put at only 2,000,000 which—for Russia 
—is a trifle. The last detailed report of 
the grain crop put the yield at 4025 million 
puds as against 2800 million puds in the 
bad year 1924; but Trotsky in a subsequent 
speech put the crop at 4200 million puds; 
and put the exportable surplus at 600 million 
puds, or about ten million metric tons, as 


Spindles Operated 


3.493.000 
5,560,000 


against a preceding maximum estimate of 
480 million puds. The value of grain ex- 
ports in 1925-26 will, according to the For- 
eign Trade Commissariat’s program, be 
448,500,000 roubles against only 72,000,000 
roubles in 1924-25. This is the main source 
from which Russia is to get the exchange 
which will enable her to fulfill her big pro- 
gram of import of manufactured goods in 
the coming year. 


There Are Several “‘Ifs’’ 


HERE are several “ifs” here. Great dif- 

ficulty has been met with in moving the 
crops. Transport (in particular river trans- 
port) is inadequate. Speculators have at- 
tempted to prevent the movement of grain 
towards the ports, hoping for better prices. 
Peasants show unwillingness to sell, on the 
ground that even the present stable rouble 
is of no value to them as long as they can- 
not purchase manufactured goods. 

A still greater obstacle may lie in the 
price question. If prices are abnormally 
low, even the fulfilment of the program as 
regards volume will fail to bring the ex- 
pected cash. At present prices are lower 
than when the program was compiled. In 
Berlin since January last wheat has fallen 
from 274 to 203 marks per metric ton, and 
rye from 272% to 145 marks. Further Ger- 
many, which is Russia’s natural customer, 
has just restored her heavy pre-war duties 
on breadstuffs. If the German government 
is right in its claim that “part of the duty 
will be borne by the foreign exporter,” 
Russia will receive for her grain surplus 
materially less than she expected. With 
wood the same trouble prevails. 

Wood prices in Europe are so depressed 
—largely as a result of Russia’s reappear- 
ance in the market—that Sweden and Fin- 
land have been obliged to come to an agree- 
ment fixing minimum prices, and are even 
considering a drastic reduction of output in 
1926. Russia in 1925-26 proposes to export 
140,000,000 roubles worth of wood. This 
is based on a 40 per cent increase in the 
export volume of 1924-25. But it is by no 
means certain that she will realize the whole 
140,000,000 roubles. 

There are even more troubles. One is 
the uneconomical. system of state trading, 


Raw Cotton 


Looms Operated Consumed, mil. puds 


176,000 
65,000 
95,000 
125,000 


a result of which is that the net yield to 
the Soviet state from its commercial deal- 
ings is far smaller than the former net 
yield to private traders on an equal quantity 
of goods. The official Ekonomitcheskaya 
Zhizn says quite openly that the cost of 
handling grain export, is, omitting the trans- 
portation charges, fifteen times higher than 
it was before the war. 

The export and import prospect is never- 
theless much better than it was in 1924-25. 
The official estimate is that the Soviet state 
will receive for its exports 460 million 
roubles more than in the last business year ; 
and that it will be able to spend a corre- 
spondingly increased sum upon purchases 

(Continued on page 375) 
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What Is the Best Type of 
Bank Building? 


By F. S. WETTACK 


Cashier, First National Bank of Coffeyville, Kansas 


Structure Designed for Exclusive Use of the Bank, or a Modern 
Office Building Which Will Bring Revenue from Rentals? 
Things to Consider When the Directors of a Small Town Bank 
Take Up the Problem of New Quarters. Office Building Costly. 


HE objective of this article is to 
discover and classify the merits and 
defects of different types of bank 
buildings. The analysis is confined 

to conditions in towns having 15,000 to 30,- 

000 population. The word “town” as herein 

used indicates one within these population 

limits. 
In buildings recently erected in thirty such 
towns, three types predominate. 

(1) five-to-seven-story office building, 
with first floor devoted to banking 
quarters. 

(2) A two-story building, with the second 
floor devoted to rental purposes. 

(3) A one-story building devoted exclusive- 
ly to banking purposes. 

Some recent building operations in such 
towns have given the following results: 


equipment, will not have as satisfactory a 
record as banks in ancient and inadequate 
quarters. 

The relative small cost of office floors 
after providing the foundation, first floor, 
roof, vault and fixtures, is one argument for 
the office type of building. Each additional 
floor, after providing for the banking room, 
will entail approximately a one-fifth addi- 
tional expenditure. 


The Message of Safety 


argument in justification of invest- 
ing the additional amount in office floors, 
is usually not based on the attractive net 
revenue from the offices. The indirect and 
collateral benefits of the office floors are 
more frequently emphasized than the direct 
net revenue. 


Stock- Bank Number of Percentage Bank Percentage Bank 
holders’ Premises of Total Premises to Stock- Premises to 
Investment and Fixtures Stories Resources holders Investment Resources 
$592,000 $446,000 6 5,391,000 5 
328,000 300,000 5 50,000 91” 
549,000 200,000 5 5,211,000 36 4 
75,000 129,000 2 900,000 172 14 
415,000 175,000 4 3,868,000 42 4 
287,000 75,000 2 3,000,000 26 2% 
531,000 395,000 5 4,100,000 74 9% 
400,000 350,000 3 2,771,928 84 14 
220,000 213,000 4 3,736,000 97 5% 
164,000 244,000 4 2,327,000 149 10% 


Have All Chosen Wisely 


AVING erected buildings presenting 

such extremes in types, height and 
costs, under the same banking conditions, 
have all chosen wisely? Perhaps undue em- 
phasis has been given in recent years to 
presenting a “good front” in all lines of 
business, including banking. Much of the 
recent distress in the industrial world was 
caused by too heavy investment in plant fa- 
cilities. Many conservative bankers feel 
that the current heavy investment in bank 
buildings may have been inadvisable. Pro- 
viding for anticipated growth of the town 
and the bank’s business, centralizing business 
about the bank, erecting a monument to the 
banker, and influencing the town’s growth, 
have frequently been controlling factors 
in causing town banks to erect office build- 
ings. More frequently the ambition to own 
the highest building has resulted in an un- 
profitable office building. 

The importance assigned to a fine 
building is a variable factor in banking suc- 
cess. Frequently banks housed in their own 
large office building with the finest banking 


Every bank desires to speak a message of 
safety and cordial service. The message 
of safety cannot be made clear by merely 
publishing strong statements. An imposing 
bank and office building speaks a message 
of safety understood by all. 

Good management is more essential to 
safe banking than the latest type of burglar- 
proof vault door, but good management 
always cannot be identified by individuals 
even of mature business experience. A large 
massive vault door can be visualized by 
everyone. Its message of safety can be 
understood even by a child. 

Every bank desires to assist in building 
its community. Safety providing proper 
credit facilities for a long period of years 
may not impress the passerby as much as a 
fine office building. These and other in- 
direct gains, it is urged, justify erecting the 
office type of building. 

The main battery of argument against 
small town banks owning office buildings is 
that such buildings are not profitable. Bank- 
ers taking this view assign a minimum value 
to the advertising and prestige afforded by 
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an outstanding office building. The cost of 
a six-story office building in a town of 
15,000 to 30,000 may be as great as in a 
larger city, but small town rentals seldom 
exceed one-half the rates in big cities. Of- 
fice buildings in cities are conceded to be 
only moderately profitable. A negative an- 
swer is thus given to the question whether 
an office building in a small town is prof- 
itable. 


Office Building Disappointing 


NE banker in a city of 50,000, who has 

had ten years’ experience in a twelve- 
story building, offers the following testi- 
mony : 
“The office building is always disappointing from 
an income standpoint. With our fine twelve-story 
building here completely filled at good prices, we 
do not show net earning in excess of 6 per cent, 
even charging a liberal rent for the use of the 
ground floor by the bank.” 

Another banker of very mature experience, 

in a town of 75,000, which experience in- 
cludes the last three years in an eight-story 
building, states: 
“A six-story building, if properly financed, is a 
great thing for a town. I am satisfied these good 
bank buildings, showing the confidence of the bank 
in the community, are a favorable influence upon 
the growth of a town. On the other hand, they 
are not profitable investments. They are ‘ood, 
safe investments, at low rates, but not profitable.” 

Another banker in a town of 75,000, who 
erected a one-story building devoted exclu- 
sively to banking purposes, says in explana- 
tion of his decision: 

“We started with the office-building idea but aban- 
doned it entirely as soon as it was shown that 
the anticipated income would not carry the added 
cost on even an ordinary interest basis. An office 
building of this type in a town requires much 
work and concessions to keep it occupied. At the 
end of ten years it would begin to depreciate, 
and the ratio of depreciation woyld me more 
marked at the end of each ten-year period. From 
the foregoing you will see that our decision was 
based upon merely one of dollars and cents and we 


believe this reasoning is sound in the average 
city showing a population of 50,000 and under.” 


The Hazards 


HERE is in a growing town an element 
of hazard presented by the probable shift- 
ing of the business district. While the physical 
condition of an office building may remain 
practically the same over a thirty-year pe- 
riod, yet the office revenue may be mate- 
rially diminished very early by reason of its 
location decreasing in popularity. 
A further element of hazard is in the 
building becoming obsolete. This is a day 
(Continued on page 373) 
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Babel, Babble and Tax Reduction 


By WILLIAM P. HELM, JR. 


Main Difficulty in the Way of Tax Reduction Is Lack of Una- 


nimity Among Business Men. 


Total Cut of $350,000,000 Is 


Possible But Major Proposals of Conflicting Interests Amount to 
$1,500,000,000. Expect $5000 Personal Exemption Will Pass. 


F the business interests of the United 
States would journey today to the site 
of the Tower of Babel, they would 
' make a profit on the trip. There, it 

will be recalled, originated the confusion of 
tongues. Between the Babel of the ancients 
and the babble of the moderns there is a dif- 
ference of one letter and many centuries; 
but neither method nor result has changed 
with the withering years, though all else has. 

Here today, in the shank of the twentieth 
century, the sons of a thousand Babel- 
makers are still running around with the 
same confusion of tongues. They speak with 
many voices. They raise a wordy confusion. 
They go their separate ways, each to a dif- 
ferent destination. 

Yet they all represent American business. 

All of which is by way of introduction 
to the flat statement that our modern Amer- 
ican business men have created such a vast 
confusion on Capitol Hill at Washington 
within the past thirty days that the whole 
prospective structure of tax relief to Ameri- 
can enterprise stands today in grave peril 
of collapse. 

Why? 

The answer is simple. More than one 
hundred cooks have prepared the broth. 
Each cook has put his own idea of a perfect 
concoction into the pot. Each idea is dif- 
ferent from all others. And the perfect con- 
coction has become a perfect mess. 


All Turn Tax-Cutters 


HERE is hardly an industry in the 

United States, big or little, that has not 
turned amateur tax cutter. Within the past 
ninety days there have been, conservatively, 
1000 meetings of business groups to discuss 
tax reduction. These meetings have stretched 
from Seattle to Miami, from Portland, Me., 
to San Diego. Amateur tax cutters have 
met and talked and gassed and fought and 
resoluted and indorsed until blue in the 
face. And they have fashioned not less than 
one hundred Perfect Revenue Bills, each one 
different from the others. 

Having held their 1000 little Babel meet- 
ings, they have rushed off to Washington 
to present the result to the Ways and 
Means Committee. They have stormed the 
portals of the committee and snowed it 
under with their bombardment of various 
and varying proposals. They have literally 
swamped it with schemes. 

Representing the whole of American 
business, each group has spoken simulta- 
neously for a little or big segment of Ameri- 
can business. Remember! This is Ameri- 
can business speaking to Congress on the 
subject of tax reduction. And how has 


it spoken? In unity? There has been no 
more unity among the groups than there is 
between milady and the cannibals. 


Conflicting Claims 


O. American business has spoken to 

Congress with the tongues of Babel 
and is continuing so to speak. The auto- 
mobile men want their particular taxes 
lifted. The lumber men want another kind 
of taxes lifted. The manufacturers stand 
solidly behind still another scheme. The re- 
tail merchants have yet another thought to 
present, and so on. 

The sad but inevitable result is that Con- 
gress, or, rather, the Ways and Means 
Committee, has before it a jumbled, disar- 
ranged, incoherent set of ideas fallen apart 
like a puzzle picture. To date the Ways 
and Means Committee has not been able to 
get the simple idea, “How Business Wants 
Its Taxes Cut.” 

Now it stands inevitably to reason that 
if the business interests of the United 
States cannot themselves present a clear-cut 
idea to Congress on this subject, Congress 
is going to proceed with its own cantanker- 
ous plans. It also stands equally clear to 
reason that if the business interests could 
unite on a single basic program, that pro- 
gram would be written into law. When 
the day comes that group after group files 
through the committee room saying, “We 
believe surtax reduction should come first,” 
surtax reduction will come first. But not 
antil then. 

The same argument applies ‘to the in- 
heritance tax. If business were to present 
a solid front for abolition of the inheritance 
tax, first and foremost, Congress would pro- 
ceed immediately to abolish the inheritance 
tax as Act No. 1 of the new session. Con- 
gress will respond to the sound thought of 
the united business of the nation. Coming 
right down to brass tacks, the united busi- 
ness of the nation includes just about all of 
us. It is a power bigger than Congress. 


Can’t Heed All Advice 


UT Congress will not, cannot, heed a 
Babel of voices. How in Heaven’s name 
can it? And a Babel of voices is what it 
has just heard, is now hearing. For that 
reason, if for no other, Congress is going 
to write the new tax law just about the way 


it sees fit and without more than passing 


deference to the disunited, disorganized 
wishes of conflicting and discordant busi- 
ness groups. 

For that reason, also, there is going to be 
widespread dissatisfaction with the new law 
when it finally receives the ink of the Presi- 
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dent’s approval. There is not a business in- 
terest in the United States that is going to 
throw up its hat, and hurrah. Ten out 
of every ten probably will feel they have 
been defrauded out of something they had 
a legal right to expect. 

For the past five years the writer has 
spent most of his time collecting and pub- 
lishing the views of business leaders on pub- 
lic questions of the day. He has correspond- 
ed with and met personally as charming and 
fine a set of gentlemen as ever lived—the 
salt of the United States if not of the earth. 
Courteous, polished, agreeable, affable—one 
could exhaust the kindly adjectives and then 
not say it all. 


Unable to Get Together 


Bt it is not their courtesy, their splen- 
did and unfailing generosity for their 
good fellowship that has impressed him 
most, high as those qualities are written on 
his roll of memories. It is another thing 
altogether: their utter inability to get to- 
gether on anything constructive in legisla- 
tion. They seem organically unable to do 
so. They talk with the tongues of Babel 
which, in our parlance of jazz, is now bab- 
ble. And the sad corollary is that they 
lose much, if not all, of the irresistible ef- 
fectiveness they could command if they were 
able to mass their might behind a single 
cause. 

Long before the Ways and Means Com- 
mittee met in Washington last month to con- 
sider tax reduction the writer began to can- 
vass business sentiment on the subject. Some 
300 national organizations of industry were 
the target of our inquisition. To each or- 
ganization was sent a query asking in sub- 
stance how it wanted taxes cut and what 
plan of procedure it would recommend to 
Congress. 

These organizations, for the most part, 
courteously replied with their views. Some 
had no views. Others had not crystallized 
their thought, but did so later. Still 
others generously started to take poll of 
their members. 

Finally, a short time before the committee 
met, the symposium was completed. It 
showed such a wide diversity of opinion, 
such an utter irreconcilability of views that 
any united program was wholly out of the 
question. 

Congress will have available for tax re- 
duction about $350,000,000 at the greatest. 
It may be less, it will hardly be more. 
With that in mind, a total was counted up 
of chief (not the minor) proposals espoused 
by the different business groups. 

(Continued on page 380) 
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Recent Decisions 


DIGESTED BY THOMAS B. PATON, JR. 


Hover IN Due Course oF STOLEN LIBERTY 
Bonps—New York 


| ‘apendreahaltd S sought to recover through 
replevin negotiable bearer bonds which 
had been stolen from them through the 
burglary in October, 1923, of a safe deposit 
vault in Chicago. 

These bonds came into possession of one 
McGirr, of Buffalo, a saloon keeper with 
reputation for honesty, who sought the as- 
sistance in disposing of them of Hausle, the 
manager of a branch of defendant, of which 
McGirr had been a customer for over a 
year, stating that a friend of his (McGirr) 
had some negotiable bonds which he wished 
to sell for the purpose of financing a liquor 
transaction. The manager stated that he 
would handle the bonds, provided they were 
salable. After obtaining list of bonds, 
market quotations and selling them through 
Wright & Co., by Housmann & Co., brokers, 
on floor of New York Stock Exchange, 
proceeds of sale were given to McGirr by 
the manager. Neither defendant nor man- 
ager profited on transaction. 

After practically all of the bonds had 
come into possession of purchasers who 
took them as bona fide purchasers and with- 
out notice of any infirmity in title, and 
Housmann & Co. had remitted in full for 
all bonds, upon notice that these bonds had 
been stolen the brokers handling them under 
rules of Stock Exchange returned them to 
Wright & Co., who called upon defendant 
to repurchase, which they did, and are now 
in possession of. Upon close of evidence 
decision was withheld upon motion for di- 
rection of verdict for defendant and ques- 
tion of defendant’s good faith in taking 
bonds from McGirr was submitted to jury 
which found bad faith. By consent jury 
was discharged and decision reserved upon 
defendant’s motion to set aside finding of 
jury and direction of verdict for defendant. 
The question was submitted under provi- 
sions of Section 95 of N. I. Act which pro- 
vides in substance that to constitute notice 
of defect in title, person to whom it is ne- 
gotiated must have actual knowledge of such 
facts that action amounted to bad faith. 
The court stated that eliminating the use 
to be made of the proceeds of the bond, 
there was nothing out of ordinary in trans- 
action, that the defendant through its prin- 
cipal office and branch ordinarily bought 
and sold bonds for its customers, and the 
fact that for over a year prior to sale of 
bonds McGirr had maintained satisfactory 
account with defendant and was friendly to 
it naturally made defendant desirous of as- 
sisting him. The story he told the manager 
was plausible and tended to allay suspicion 
and inquiry. That however censurable man- 
ager’s conduct in loaning bank’s services in 
transaction it was hardly a circumstance 
which warranted finding of business dis- 
honesty. 


Assistant General Counsel 


In opinion court says: 


“The principle which protects a bona fide holder 
of commercial paper from antecedent equities does 
not require him at his peril to be on the alert 
for circumstances which might possibly excite the 
suspicion of extreme vigilance. His rights are 
determined by the simple test of honesty and 
good faith. The defendant’s rights cannot be 
defeated without proof of actual notice of defect 
in the title or bad faith on its part evidenced 
by circumstances. Though its representative 
Hausle may have been negligent in taking the 
paper and omitted precautions which he prudently 
should have taken, nevertheless, unless he acted 
mala fide, the bank’s title must prevail. * * * 
When Hausle’s conduct is tested by this principle, 
it becomes apparent that the finding of bad faith 
is without evidence to support it. Therefore, the 
defendant’s motion to set aside the jury’s finding 
should be sustained.” . 

Court says that defendant must be held 
to be a holder in due course under Section 
97 of N. I. Act, for it cannot be contended 
that there was any evidence in case from 
which it could be found that bank was 
party to anv fraud or illegality affecting the 
title of McGirr to bonds in question. 
Neither can it be disputed that practically 
all of the bonds came into the hands of 
holders in due course. “Concededlv all hold- 
ers of the bonds subsequent to Housmann 
& Co., were holders in due course. * * * 
However. as to all of the bonds which were 
sold by Housmann & Co., and subsequently 
repurchased by the bank, the defendant ac- 
quired the rights of such assignors, who, 
as stated above, were holders in due course.” 

Court sets aside finding of jury and 
grants judgment for defendant in both 
cases. 

Bertha Harter v. The Peoples’ Bank of 
Buffalo, 
New York Supreme Court, Erie County, 


July, 1925. 


Duty oF WAREHOUSEMAN Issutnc NEco- 
TIABLE RECEIPT WHEN SrToRED Goons 
ATTACHED—Miss. 


The holder of a negotiable warehouse 
receipt acquires such title to the goods for 
which the receipt was issued as the person 
negotiating the receipt had the ability to 
convey, and it is the duty of the ware- 
houseman to hold possession of the goods 
for which the receipt was issued for the 
holder of the receipt as fully as if the 
receipt had heen issued directly to him. A 
warehouseman who has issued a negotiable 
receipt for goods, and thereafter suffers 
them to be taken from his possession under 
a writ of attachment issued in a proceeding 
to which the holder of the receipt is not 
a party, without taking up and canceling the 
receipt therefor, is not relieved because of 
the seizure of the goods from accounting 
to the holder of the receipt for the value 
of the goods. He should have set forth 
the fact that a negotiable receipt had been 
issued against the goods in answer to the 
attachment proceedings and he would have 
been granted proper protection. Love v. 
People’s Compress Co., 102 So. 275 (Miss. 
12-24). 
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STATE TAXATION oF NATIONAL BANKS — 
MINNESOTA—TAXATION FoR 1921 AND 
1922 Viotates §5219 U. S. Rev. 
STATS. 


N the year 1921 shares of stock in a na- 

tional bank were taxed at 67 mills on the 
dollar on 40 per cent of their value, equiva- 
lent to 26.8 mills on their full value. In the 
year 1922 the taxation was equivalent to 
24.6 mills on their full value. Money and 
credits were taxed in those years under the 
Money and Credits Act (G. S. 1913, §2316) 
at 3 mills on the dollar of their value. It 
appeared from the evidence that a substan- 
tial part of such moneyed capital in the form 
of money and credits was used in compe- 
tition with national banks, and this is held a 
discrimination forbidden by the Federal 
statute, §5219 U. S. Rev. Stats. 

The fact that the Money and Credits Act 
was adopted for the purpose of and in fact 
has resulted in a material increase of rev- 
enue, does not remove the discrimination; 
nor does the four to three decision of the 
Supreme Court of Wisconsin, in April, 1925, 
in First Nat. Bank v. City of Hartford, 
203 N. W. 721, sustaining the validity of a 
property tax imposed upon national bank 
shares while money and credits were taxed 
at a much lower rate upon an income basis, 
afford an authority which would sustain the 
Minnesota tax. That decision held in effect 
that under the Wisconsin law all business 
operated in competition with national banks 
is required to operate under the state bank- 
ing law, and is subject to the same tax as 
the shares of national banks; the Wiscon- 
sin law differs so radically from the Minne- 
sota law that the questions there presented 
for solution were not the same as those 
presented here. The Minnesota court points 
out the amendment to §5219 U. S. Revised 
Statutes, by the Act of March 3, 1923 (the 
case being decided under the section as it 
existed before the amendment) but does not 
discuss the effect of that amendment in its 
bearing upon the competitive character of 
money and credits. It also calls attention to 
McFarland v. Georgetown National Bank, 
270 S. W., 995, in which the Kentucky court 
held the retroactive provision of the Act of 
March 3, 1923 (subdivision 4) legalized 
prior taxes which would be valid under 
§5219 as amended, and states it does not 
concur in such construction, but approves 
the construction given to this provision by 
the court in Minnehaha National Bank v. 
Anderson, 2 Fed. (2d) 897, that it author- 
izes the state to provide for the collection 
of an invalid tax theretofore levied, to the 
extent that such tax would be valid under 
§5219 as that section existed at the time it 
was levied. 

State of Minnesota v. First National 
Bank of St. Paul, Supreme Court of Min- 
nesota July 17, 1925, not yet reported. 


The Condition of Business 


Trade Barometers Generally Indicate a Normal Expansion of 


Business Since Mid-Summer. 


Prices of Industrial Stocks Soar 


to New Peaks, But Commodity Prices and Wage Rates Con- 


tinue Relatively Steady. 


N line with the usual seasonal tendency, 
and apparently due also to some extent 
to the influence of other controlling 
factors, business has shown a moderate 

but steady expansion in volume during the 
fall months, as the crops have moved to 
their markets in this country and abroad, as 
supplies of coal have been laid in, and fall 
and winter merchandise has moved into con- 
sumers’ hands. 

This wave of activity has registered itself 
in many ways. The Federal Reserve Board’s 
index of production in twenty-two basic 
lines of industry (which is adjusted to allow 
for normal seasonal variations) advanced 2 
per cent in September, notwithstanding the 
suspension of anthracite mining. Substan- 
tial increases in output occurred in the iron 
and steel industry, in bituminous coal mining, 
and in the manufacture of textiles, while the 
decreases which occurred in some other in- 
dustries were relatively small. The number 
of employed factory workers throughout the 
country increased in nearly all reporting in- 
dustries. While contracts for new building 
projects in September were somewhat below 
the record level of August, they continued 
very large as compared with earlier months 
of the year and raised total building awards 
for the first nine months of the year to a 
sum nearly as large as for the entire year 
1924. 


Steel Industry Humming 


HE expansion in activity in the steel in- 

dustry became pronounced toward the 
end of October. New business increased, 
particularly from the railroads which earlier 
in the year had been only small buyers, de- 
livery periods tended to lengthen, prices of 
pig iron and steel scrap advanced in many 
districts, and steel mill operations expanded 
to about 80 to 85 per cent of capacity. 
Farm implement mills were reported more 
active than at any time in threé years. The 
renewed buying of steel products in October 
followed a gain during September of 200,- 
000 tons in the unfilled orders of the United 
States Steel Corporation—the first increase 
in orders since February. 

Larger movement of goods in trade chan- 
nels has been evidenced in the weekly fig- 
ures of railway traffic and in the monthly 
reports on our foreign trade. The week of 
October 17 was the thirteenth in succession 
in which car loadings of revenue freight 
were in excess of one million cars. Total 
trafic in the first forty-two weeks of 1925 
exceeded that of the corresponding period of 
1924 by about 6 per cent and 1923 (which 
heretofore had marked a high record) by 
about 2 per cent. As bearing on the general 
attempt in many lines of business to fore- 
cast more exactly the needs of industry and 
commerce in order to have a sounder basis 


for supplying equipment and other necessary 
facilities, it is interesting to note that the 
estimate made early last spring by the Car 
Service Division of the American Railway 
Association as to what the freight traffic 
would be for the first forty-two weeks of 
the year was less than 1 per cent away from 
the number of cars actually loaded. 


Credit Has Expanded 


HE volume ‘of loans, both for commer- 

cial purposes and on securities, placed by 
banks in leading cities throughout the coun- 
try increased further between September 16 
and October 14. At the middle of October 
the total of such loans was nearly $650,- 
000,000 larger than at the end of July. Dur- 
ing this period, demand deposits of these 
banks increased about $360,000,000, but were 
below the level of the beginning of the year, 
while the volume of their borrowings at the 
Reserved Banks’ increased by about $200,- 
000,000 to the highest point of the year. 

Reflecting increases during the two pre- 
ceding months both in discounts for mem- 
ber banks and in acceptances bought in the 
open market, the total volume of Reserve 
bank credit outstanding was larger in Octo- 
ber than at any time during 1925. This 
growth has been due primarily to the sea- 
sonal increase during this period of about 
$100,000,000 in currency in circulation. 

In the days before the Federal Reserve 
System was established, a seasonal expan- 
sion in the demand for credit such as has 
occurred since July would normally have had 
an important effect on money rates. There 
was no way by which the supply of funds 
could be increased or diminished to corre- 
spond with changes in demand, and hence 
the full influence of variation in demand was 
registered on money rates. Taking the pe- 
riod 1890-1908, the lowest point in money 
rates during the year was generally reached 
in June when rates were about 12 per cent 
below the average for the year. Between 
June and September a steady rise usually 
occurred which carried rates up to a level 
about 12 per cent above the average for 
the year. Now, however, the supply of 
credit is more flexible because seasonal de- 
mands for funds can be met by fuller re- 
course to the Federal Reserve Banks and 
hence the seasonal variation in money rates 
has been greatly reduced, although not en- 
tirely eliminated. This seasonal factor has 
been responsible in part for the somewhat 
firmer money conditions which develop be- 
tween July and October. The open market 
rate on commercial paper in October was 
generally 4%4-4%4 per cent, compared with 
334-4 per cent in July, and ninety-day 
bankers’ bills at 3%4 per cent were %4 of 1 
per cent higher than in July. 

In October renewed speculation for the 


352 


Causes of Recent Gold Movements. 


rise carried the average price of repre- 
sentative stocks up to further new high rec- 
ords for recent years. The market as a 
whole had risen some twenty points since 
mid-summer, and nearly fifty-seven points, 
or 75 per cent, since the end of October, 
1923, when the bull market began. On sev- 
eral days the volume of stock trading ran 
well above 2% million shares a day, and 
nearly ‘600 separate issues were traded in 
on some days. 

As had been true for some time past, in- 
dustrial shares were the chief gainers. Rail- 
way shares with only a few exceptions 
stood practically motionless, nothwithstand- 
ing that the complete earning statements for 
August and the first eight months of the 
year, as well as the incomplete reports for 
September, showed very satisfactory results. 

Factors which were frequently mentioned 
as responsible for the renewed advances in- 
cluded the unusually favorable second and 
third quarter earning reports of many com- 
panies and the still better prospects for the 
fourth quarter, the possibility of further 
reduction in Federal tax rates, and the 
treaty signed at Locarno. There has been 
a growing disposition, however, on the part 
of financial observers to regard the re- 
newed advances as marking the final stages 
of the bull market which has been in prog- 
ress for two years. Market letters of a ma- 
jority of the large banks and responsible 
brokerage houses have been advising cus- 
tomers of the approach of what seems to 
them to be the turning point in the move- 
ment of stock prices. 


Commodities vs. Stocks 


ie has been frequently pointed out that 
the rise in stock prices, particularly in- 
dustrial issues, in the past two years, to- 
gether with the marked boom in building 
construction and real estate trading, and 
the rapid growth of instalment buying in 
many lines, have all been distinct evidences 
of a kind of inflationary tendency resulting 
from the unusually low levels to which 
money rates fell as a result of the gold in- 
flow of 1923 and 1924. The conventional 
way in which the inflationary effects of easy 
money are supposed to make themselves felt 
is through competitive bidding for supplies 
of commodities and labor, resulting in high 
commodity prices and wage rates. Many 
economists, both here and abroad, assumed 
that such would necessarily be the result of 
the immense gold inflow. Instead, however, 
the pressure to put idle funds to work has 
expressed itself in other ways, notably in 
the security markets. 

The contrast between the relative stabil- 
ity of commodity prices and wage rates on 
the one hand, and the immense rise in se- 
curity prices on the other, is very striking. 
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Siow 


Are your security holdings 
organized into an investment 
structure fitting the requirements 
of your bank? 


WIG 


ANY a bank’s bond holdings are thor- 
oughly sound so far as the security values 
are concerned and yet, an analysis made 
with regard to the bank’s requirements, 

might show a lack of thorough diversification, of the 
right proportion of marketability, or of well distrib- 
uted maturities. Often the taxable status may be 
improved. 

Another factor is the average yield, which is an 
especially important consideration in view of the in- 
creasing cost of bank operation. Very often there is 
Opportunity to improve the yield of a bank’s bond 
investments without weakening the security. 


for this 
Bond Analysis Chart 


ANKS have a very obvious 
need for some method of 
analysis which will outline the 
The more a bond house knows about a bank’s structure of their bond holdings 
bond holdings, the character of the business, local —thow how well chay aen'Geb- 
os . . anced as to diversification, ma- 
conditions, and the like, the more helpful it can be. turities, etc. 


Without such knowledge it cannot give maximum We-have prepared a chart 
based on the method we follow 


service. in making a complete analysis of 


Our aim is to make it definitely advantageous for bond holdings—which we do 
a bank to become a client of our house, rather than 
a casual purchaser of its offerings. That establishes a 
relationship of reciprocal, lasting benefit. You are in- 
vited to make a concrete test of our service in con- 
nection with any bond investment problem, without 
obligation. Our representative will call if you wish, 
or we will serve you capably through correspondence. 


periodically for many banks and 
institutions. 

We shall be glad to senda 
copy of this chart to any bank 
upon request, and without 
obligation. 


Write to our nearest office 


Ask for Analysis Chart AC 
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Loans and Discounts 
U.S. Bonds and Certificates 


Banking House 


Acceptances . . . 


Other Assets . . 


Capital Stock. . . . 


Surplus. .... 
Undivided Profits . 


Circulation ..... 


Acceptances . . 


Other Liabilities. . . . 
Deposits: 
Individuals . . . . 
Banks. .... 


Commodity prices, particularly’ those of the 
important basic commodities which are 
dealt in on the great organized markets of 
the country, and wage rates, especially of 
unskilled male labor, are very sensitive to 
speculative and competitive bidding. Repre- 
sentative indexes covering these items, how- 
ever, show practically no fluctuation for the 
past two years. For a group of fifty rep- 
resentative stocks, om the other hand, the 
advance in two years amounts to about 
fifty-seven points or 75 per cent. The Octo- 
ber quotations for a group of twenty rep- 
resentative industrial stocks were over 
twenty-two times as high as their aggregate 
dividends. This elevation of values, the 
Cleveland Trust Company notes, has been 
exceeded only in the burst of speculation at 
the peaks of previous bull markets. The 
continued rise in stock prices and their in- 
verse reduction in yield, taken in conjunc- 


SEEKING NEW BUSINESS 
ON OUR RECORD 


STATEMENT OF CONDITION 
At the close of business, September 28, 1925 


ASSETS 


Other Bonds and Investments. . . . 


Cash, due from Banks and U.S. Treasurer . 


LIABILITIES 
$4,500,000.00 


1,097,039.48 


Reserved: Taxes, Interest,etc.. . . .. 


Due to Federal Reserve Bank .... 


$99,827,785.07 


GHEMICAL 


NATIONAL 


BANK 


OF NEW YORK 


$119,285,327.80 
6,024,500.00 
10,590,698.20 
1,500,000.00 
6,582,478.37 
32,960,816.15 
599,637.18 


$177,543,457.70 


16,500,000.00 


22,097,039.48 


1,053,366.60 
345,397.50 
8,084,555.85 
13,700,000.00 
188,475.66 
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32,246,837.54 132,074,622.61 


$177,543,457.70 


the increased cost of stock 


ture with 
brokers’ loans, has greatly reduced the ad- 
vantage of carrying stocks on borrowed 


money. If this advantage should disappear 
altogether, a situation would exist which 
in the past has normally led to liquidation 
of accounts and declining stock prices. 

Presumably reflecting talk of a possible 
further reduction in surtaxes, and conse- 
quently a diminution in the advantage of 
holding tax-exempt securities, decreases oc- 
curred in October in the prices of Liberty 
bonds and municipal issues. Three Liberty 
bond issues reached new low points for the 
year, the 3%4s, which are wholly tax-exempt, 
dipping slightly below par and about two 
points below the high record for the year, 
established last summer. Domestic corpo- 
ration bonds were also somewhat weaker in 
October and nearly all the gains made in 
September were cancelled. 


The causes leading up to the shipment 
of upwards of $50,000,000 of gold from 
London to New York in October and the 
effects of the movement illustrate the sen- 
sitiveness with which our modern financial 
organization functions and the reciprocal 
and far-reaching reactions which often occur 
while equilibrium is being restored. 

Last April when resumption of gold pay- 
ments in England was undertaken, the Bank 
of England raised its discount rate to 5 per 
cent. One effect of this change was to 
stimulate a flow of funds to London to take 
advantage of the higher interest rates pre- 
vailing there. Instead of losing gold on 
balance as many feared would occur when 
a free gold market was established, the 
Bank actually gained about £8,650,000 net 
between the end of April and August 6, and 
the Bank’s reserve ratio went to the highest 
point since 1916. In the open market, money 
rates became easier and signs began to ap- 


‘pear of an excess supply of gold. 


But while gold resumption was aided 
the rise in the discount rate put the Bank 
of England out of touch with the rates in 
the open market where the demand for 
funds was reduced as a result of the mild 
depression in industry and the accompanying 
wide-spread unemployment. To help out in 
this situation, the Bank of England lowered 
its rate in August to 4% per cent and 
watched the effect on foreign bank bal- 
ances. While a considerable reduction oc- 
curred in these balances, the effect on money 
rates was not very marked and on October 
1 the Bank tried a further reduction in its 
rate to 4 per cent. 

Coming at a time of year when money 
rates in this country were hardening under 
the influence of seasonal expansion in busi- 
ness and increased requirements from the 
stock market, it was natural that a further 
withdrawal of funds from London to New 
York should result. This influence, added 
to the usual seasonal pressure on sterling ex- 
change resulting from payments to New 
York for cotton and grain shipped from this 
country, caused a decline in sterling in New 
York to a point slightly below that at which 
it is profitable for London bankers to send 
actual gold to New York rather than pay a 
premium for New York funds. 

Accordingly, gold began to flow from 
London to New York and before the move- 
ment came to a pause toward the end of 
October, what at one time had been a net 
gain since resumption of gold payments of 
£8,650,000 in the Bank of England’s reserves 
has become a net loss of about £5,400,000. 
In New York the gold was used by member 
banks to pay off some of their indebtedness 
at the Reserve Bank and money conditions 
here became slightly easier. The full im- 
pact of the gold imports was not felt in 
this country, however, for we in turn re- 
shipped about $22,000,000 of gold to Canada, 
whosé exchange was quoted in New York 
above par, presumably reflecting in part the 
abundant wheat exports from Canada this 
year. Following the gold shipments, the 
New York quotation on London firmed up 
to slightly above the “gold point.” At the 
end of October it appeared that the move- 
ment had about spent itself, and this was in 
line with the usual experience before the 
war when the drain on the Bank of Eng- 
land’s gold ceased in the latter part of Octo- 
ber. 
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R. E. Chambers, cashier, Ansonia 
National Bank, Ansonia, Conn.; presi- 
dent, Connecticut Bankers Association. 


Crop Conditions Improve 


ee Department of Agriculture’s Octo- 
ber report on the condition of the grain 
crops showed considerable improvement as 
compared with the September report, chief- 
ly because of a more liberal rainfall and 
some diminution of the consequences of 
drought, and also because the corn crop 
and other late crops had had time to mature 
with very little frost damage. 

The indicated corn crop on October 1 was 
2,900,000 bushels—nearly 500,000,000 bushels 
more than last year and about equal to the 
average of the preceding five years. The 
wheat crop is smaller than last year by 175,- 
000,000 bushels, but the world crop is ex- 
pected to be larger, due to larger crops in 
Canada and Europe. 

During the first two weeks of October, 
the prospects for cotton showed further sub- 
stantial improvement in all the Gulf States, 
and particularly in Texas. The indicated 
cotton crop of 15,226,000 bales on October 
18 was 1,300,000 bales larger than antici- 
pated a month previous, and promised to be 
the third largest in the history of the coun- 
try, being exceeded only in 1911 and 1914. 
Following publication on October 26 of the 
Department’s forecast, cotton prices fell off 
and at 20% cents for spot cotton on October 
29 were 4%4 cents lower than in September 
and the lowest in three and a half years. 

Accompanying the growing probability of 
a very large cotton crop this year, and re- 
sulting lower prices for the raw staple, re- 
ports from the cotton manufacturing cen- 
ters have become increasingly favorable. 
Orders have come in in larger volume and 
the mills have more business in sight than 
for some time. 

In the woolen and worsted section of the 
textile industry, the American Woolen Com- 
pany priced its recent offerings 5 to 10 per 
cent below last year’s figures. Production 
is running larger but buying is cautious in 
view of the large supplies of wool and the 
tendency to lower costs. Several mills in 
New Jersey have recently reduced wages 10 
per cent, in line with a similar reduction 
previously made in New England, 
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The Packard Building 


The main office of The Penn- 
syluania Company for Insur- 
ances of Lives and Granting 
Annuities —Philadelphia, Pa. 
The building was constructed 
by Thompson- Starrett Co., 
New York. 


Ritter & Shay, Architects 
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The new home of 


the oldest trust company 


N the southeast corner of Fif- 

teenth and Chestnut Streets— 
Philadelphia, stands the new Packard 
Building. 


This building has been named in 
honor of Mr. C. W. S. Packard, Presi- 
dent of The Pennsylvania Company 
for Insurances of Lives and Granting 
Annuities, the oldest trust company 
in the United States. The first three 
floors, the two basements, and the 
twenty-fourth floor of the building 
are occupied by The Pennsylvania 
Company. 


Typical of some of the notable fea- 
tures of these banking quarters are the 
following: 


Furniture—In the executive offices 
and on the main banking floors the fur- 
niture is of walnut, in beautiful Italian 
Renaissance, designed and made by 
Library Bureau. On the other floors 


it is in mahogany of Library Bureau 
manufacture. 


Filing and record-keeping equip- 
ment —The most approved designs 
are used. Equipment is in both wood 
and steel—by Library Bureau. 


It wasin 1894 that The Pennsylvania 
Company placed its first order with 
Library Bureau. Then year by year, 
more and more L.B. equipment was 
acquired. 


It is gratifying to Library Bureau that 
now, after thirty years of experience, 
The Pennsylvania Company should 
select L.B. equipment fortheirnewand 
beautiful main office. Itindicates a sat- 
isfaction with L.B. products and ser- 
vice that has outlasted a generation. 


Library Bureau—Home Office: 230 
Albany Street, Cambridge, Mass. Sales- 
rooms: in the 54 principal cities of the 
United States, France and England. 


Furniture, filing and record keeping equipment by Library Bureau 
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Four Current Banking Problems 


By J. F. SARTORI 


President, Security Trust & Savings Bank, Los Angeles 


The More Rapid Growth of State Banks in Comparison with 


Nationals. 
Two Classes. 


The Growth of Time and Savings Deposits in the 
Branch Banking and the Number of Failures: 


The Need for an Investigation of the Branch Banking Problem. 


URING the nearly twelve years 
since the Federal Reserve Act was 
adopted, banking in the United 
States has been undergoing some 

interesting changes which until about three 
years ago pretty generally escaped serious 
notice. Even now no approach to a con- 
sideration of the problems created by these 
changes has been inaugurated comparable to 
the studies made by the Monetary Commis- 
sion, though ‘n my. judgment the issues in- 
volved are just as fundamental, and just as 
important to the future welfare of the coun- 
try as an elastic currency or a central reserve 
system. There is no desire on my part to 
minimize the importance of the -questions 
which have arisen out of the existence and 
policies of the Reserve System but it ap- 
pears to me urgently necessary to give 
proper consideration. to these other ques- 
tions, for they have a-most important bear- 
ing upon our financial. structure, ahd conse- 
quently upon the wellzbeing of the country. 

There are four of these questions which 
appear to demand the most careful investi- 
gation and consideration by experts. The 
trained economist and the practical banker 
should be joined in an effort to present the 
facts and then the conclusions based upon 
these facts before any, legislation is enacted 
touching them. 

The four things I have in mind are the 
more rapid growth of the state banks in 
comparison with the national banks; the 
growth of time and savings deposits in na- 
tional banks and state commercial bdnks3 
branch banking, and the distressing number 
of bank failures in recent years. 

Each of these topics is worthy of extended 
discussion and investigation but it is here 
possible to do little more than state some 
of the problems in connection with them. 


Growth of State in Comparison 
with National Banks 


ITHIN a very few years after the 

passage of the National Bank Act in 
1863, the state banks which at that time 
had numbered 1466, almost ceased to exist. 
In 1868 we find that the number of state 
banks was only 247 and their total capital 
$66.363,925 compared with $405,045,829 in 
1863, while the national banks were 1642 in 
number and their capital $420,260,790. The 
disappearance of the state banks was due 
primarily to the prestige attaching to the 
national banks by virtue of their national 
charter and supervision, their popular favor 
as war instruments through their purchases 
of government bonds to secure circulation, 


and through the tax placed upon the notes 
issued by the state banks. Of course, the 
mutual savings banks were not affected by 
the establishment of the national banks 
which were strictly commercial banks. 

Gradually, however, state banking sys- 
tems began to revive. By 1889 the state 
banks had increased in number to 1671 and 
in resources to $796,000,000. Their subse- 
quent growth has been rapid and continuous 
until on April 6,.1925, the number of state 
banks was 21,122 and their resources $36,- 
679,382,463. The number of national banks 
reached its maximum in. 1923 when it was 
8,241 with total resources of $21,511,800,000 
while in 1925 the number had fallen to 
8,016 though resources had increased to $23,- 
832,463,000. 


Cause of Greater Growth 


“HERE have been many causes for this 

greater growth of the state banks. Among 
them unquestionably have been the ‘smaller 
capitalization required in many states, and 
the absence of adequate regulation and ,super- 
vision—in short a lower standard of banhk- 
ing. But that these are not the chief rea- 
sons is evidenced by the growth of state 
banks even in those states, as California, 
where capital requirements are more burden- 
some and where regulation and supervision 
have been quite as exacting as in the case 
of national banks. Competition for size or 
numbers between the national banking sys- 
tem and the state banking systems would be 
most unfortunate if based upon a lowering 
rather than a raising of banking standards 
of saféty and service. 

Changes of the most far-reaching char- 
acter have been taking place in the social 
and economic life of the American people. 
The old-time strictly commercial bank and 
the mutual savings bank did not fully meet 
these changed conditions. The national 
bank, traditionally a commercial bank, is 
governed by act of Congress, and it has 
always been difficult to get that body to 
do anything. New conditions do not develop 
simultaneously in all the states. Different 
economic conditions are to be found in al- 
most every state and these conditions have 
demanded new and changing financial insti- 
tutions. Thus the state banks have grown 
up to meet new conditions. State legislation 


_ has been far easier to get than national leg- 


islation and state banks have, therefore, 
been more readily adapted to the changing 
needs of our different communities. This, 
it seems to me, is the outstanding reason for 
the more rapid growth of the state banking 
systems. They have on the whole met the 
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needs of their communities better than have 
the national banks. They have given a more 
elastic and, therefore, a more acceptable ser- 
vice. 

The conclusion which seems _ inevitable 
from’.the foregoing’ is that the National 
Bank Act needs a complete revision to bring 
the activities of the national banks more into 
line with the services now performed by 
their competitors. No state banker who has 
the welfare of his country in mind can ob- 
ject to any legislation which will improve 
the service or stability of our financial in- 
stitutions. We must, however, first make 
certain in so far as is possible that the pro- 
posed legislation has been well considered. 
The nice adjustment of banking relations 
is a delicate matter which should not be at- 
tempted by those lacking in experience or in 
wide theoretical knowledge of banking and 
finance. 

As the Federal Reserve Act was the re- 
sult of years of study by experts and of 
discussion by bankers and business men, 
so the revision of the National Bank Act 
should rest upon the results of expert opin- 
ion, of a far-reaching investigation into the 
economic conditions of our national life, 
of an assembly of the data regarding the 
legal status and historical development of 
our banking system, both state and national, 
and of the determination of what are the 
sound principles of banking enjoyed by the 
state banks and not by the national banks. 
No study comparable to that of the National 
Monetary Commission has been authorized 
by Congress. The extent of the modifica- 
tions to which it was subjected in the Sen- 
ate Committee at the hands of such able 
men as Senator Pepper and Senator Carter 
Glass entirely confirm this view. 


Growth of Time and Savings 
Deposits 


RIMARILY commercial banks in their 

origin and history, the national banks in 
recent years and particularly since the adop- 
tion of the Federal Reserve Act, have been 
branching out into the two great fields of 
savings banking and trust business. There 
can be no valid objection raised, at least by 
state bankers as such, to national banks en- 
tering these fields provided that in doing 
so the interests of the savings depositors and 
the beneficiaries of trusts are adequately. 
protected. 

By the provisions of Sec. 11 K of the 
Federal Reserve Act national banks are 
authorized, conditioned upon the previous 
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WINTER OPPORTUNITIES 
for Travelers Cheque Sales 


RAVEL Recreation knows no season. Every month in the year the 

world is dotted with Americans—dispensing their personal sunshine, 
and spending their good American money. Not long ago Summer was 
the great travel season. Now the general desire to get away from 
Winter, makes Winter equally important. 


Consider the principal Cruise-Tour offerings for the coming Winter: 


7 Separate and distinct Cruises "Round the World. 
All on magnificent ocean liners. 


11 Cruises to the Mediterranean. 
Cruise tours to the West Indies. 
South American Cruises. 


Great African Cruise—east coast of South America— 
across the South Atlantic—down the west and up the east 
coasts of Africa—Red Sea—Suez Canal—Mediterranean 
and The Azores. 


From 300 to 700 passengers will be booked for each of these cruises, 
representing, in tariffs, from half a million to two million dollars per 
cruise, with a like amount estimated for personal and shopping expendi- 
tures. Returning, every trunk will be bursting, every stateroom crowded 
with personal packages—the holds of every ship will be full of pur- 
chases made in the countries visited. 


The Banks’ interest in this enormous travel business is one of Safe 
Money Service. Theirs the responsibility of supplying this horde of 
American travelers with a safe and everywhere serviceable form of 
travel funds. 


Progressive Banks everywhere, alive to the now established change 
in travel habits, are rendering a service to their patrons when they 
recommend AMERICAN EXPRESS TRAVELERS CHEQUES. 


American Express Co. 
6§ Broadway, New York 


OFFICES IN ALL THE PRINCIPAL CITIES 
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consent of the Federal Reserve Board, to 
act in all fiduciary capacities permitted to 
state banks and trust companies. Under 
the provisions of this section of the Federal 
Reserve Act, national banks exercising trust 
powers must segregate all assets held in 
any fiduciary capacity from the general as- 
sets of the bank, must keep separate books 
and records of their trust business and such 
books and records shall be open to inspec- 
tion by the state authorities to the same ex- 
tent as the books and records of state cor- 
porations exercising fiduciary powers. More- 
over, whenever the laws of a state require 
corporations acting in a fiduciary capacity 
to deposit securities with the state authori- 
ties for the protection of private or court 
trusts, national banks so acting shall be 
required to make similar deposits and se- 
curities so deposited shall be held for the pro- 
tection of private or court trusts, as pro- 
vided by the state law. 

Congress has in these provisions sought 
to throw about the exercise of fiduciary 
powers by national banks the safeguards 
provided by the state laws under which the 
trust business has developed. It seems rea- 
sonable to assume that the public interests 
will, under the terms of this section, be just 
as well protected in the case of national 
banks exercising fiduciary powers as of 
state banks and trust companies under like 
conditions. 

In the case of savings deposits in national 
banks, the situation, however, is far dif- 
ferent. There is in the National Bank Act 
no mention of savings or savings deposits 
and no authorization to national banks to 
accept savings deposits. In the Federal Re- 
serve Act the word “savings” occurs once 
and that is in the section of the act dealing 
with reserves. The taking of savings de- 
posits by national banks rests upon the theory 
that as Congress had established the na- 
tional banking system and authorized the 
national banks to accept deposits, it must 
have been the intention of Congress that 
they should have the right to take savings 
deposits. 

When it is recalled that at the time of the 
passage of the National Bank Act of 1863, 
the savings bank business was almost ex- 
clusively in the hands of the mutual savings 
hanks, with very definite and special char- 
ter provisions and statutory regulations, the 
inadequacy of the reasoning is apparent. 
Strengthened by the presence of the word 
“savings” in the reserve section of the Fed- 
eral Reserve Act, the national banks have 
gone ahead taking time and savings de- 
posits until they had on April 6, 1925, more 
than $5,785,000,000 of such deposits. 


A National Savings Bank? 


ECENTLY the Comptroller has gone so 

far as to permit national banks to in- 
clude the words “trust and savings” in their 
title as the Commercial National Trust and 
Savings Bank. It was brought to my at- 
tention a few weeks ago that a group were 
applying for a charter for a bank to be called 
the National Savings Bank to do exclusively 
a savings bank business! 

In many states, the state commercial banks 
have been taking time and savings deposits 
in much the same way as have the national 
banks. From the very early days of our 
banking history, the savings bank was re- 


garded as the place in which the man of 
small means, the wage earner, the widow, 
could place their small accumulations and 
feel that they would be safe. The results 
of their economy and thrift when placed in 
the savings bank would bring a sure though 
small return and could be relied upon when 
sickness, age or misfortune befell. Though 
people of large as well as small means are 
today depositors in savings banks, the foun- 
dation of all thrift and savings is still in 
the feeling of security for the results of 
self denial. It has been the effort in this 
country to hedge the savings bank about 
with an air almost of sanctity. The rela- 
tion of a savings depositor to the bank was 
in the eyes of the law a trust relation while 
that of the ordinary depositor was that of 
debtor and creditor. Legal provisions of 
great variety are to be found, the object 
of which is to protect the savings depositor 
from loss. Chief of these has been the very 
generally adopted provision of carefully pre- 
scribing and limiting the character of loans 
and investments for savings deposits. To 
protect the bank the right to demand notice 
of withdrawals is recognized. 

What I have been trying to picture as 
the legal and moral atmosphere surrounding 
a savings bank is entirely absent from the 
commercial bank. The depositor in a com- 
mercial bank is willing to have his funds 
loaned on the hazards of commerce because 
he may himself be engaged in business and 
may wish to borrow, or because of the 
greater convenience of being able to demand 
payment whenever he desires. 


The Primary Objection 


HE first objection then to a commercial 

bank, whether national or state, taking 
savings deposits is the breaking down of the 
traditional view of the savings deposit as 
something worthy of special legal care 
and protection which it does not get in a 
commercial bank. There generally 
speaking no regulations governing the in- 
vestment by commercial banks of their sav- 
ings deposits different from those govern- 
ing the investment of their demand deposits. 
In national banks not more than one-third 
of the time and savings deposits may be 
loaned on real estate and the general prac- 
tice is not to make any real estate loans. 
Loans on real estate have been for the sav- 
ings bank the chief means of putting out 
its funds. This restriction on the national 
banks bears true evidence of their traditional 
character as commercial banks. In the ab- 
sence of other legal prescription and regu- 
lation of the loaning and investment of 
savings deposits by national banks, they are 
loaned just as are the demand deposits and 
subject to the same risk of loss. 

From the standpoint of the savings de- 
positor in a national bank it is easily con- 
ceivable that he may be in an even more 
hazardous position than the majority of de- 
mand depositors. The bank must reserve 
the right to demand at least thirty days’ 
notice on all savings deposits before they 


_can qualify as such under the regulations of 


the Federal Reserve Board. It would be 
perfectly natural, should a national bank 
taking savings deposits get into difficulty, 
for it to seek to keep afloat as long as pos- 
sible, and in order to do so it could sell or 
pledge its available assets to meet with- 
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drawals of demand deposits, while requiring 
thirty days’ notice of withdrawal from sav- 
ings depositors. Under such circumstances, 
should the bank eventually fail, the savings 
depositor would be left, along with the 
remaining demand and time depositors, with 
the poorest assets of the bank upon which 
to realize. This has actually happened in 
certain instances which have been brought 
to my attention. The above situation like- 
wise exists in the state banks of a number 
of states. 

This is a situation which assuredly should 
be remedied. In the National Bank Act 
there should be provisions similar to those 
governing the exercise of fiduciary powers. 
There should at least be a segregation of 
savings deposits and even though there be no 
prescription of the character of the loans 
and investments of savings deposits, a first 
lien should be given the savings depositors 
upon the segregated assets. This would 
furnish some measure of protection to the 
savings depositors. In my judgment the re- 
vision of the National Bank Act should go 
further and permit, or even require, that 
savings deposits should be loaned or in- 
vested in real estate mortgages, government, 
state and municipal bonds and perhaps a 
few other classes of specified bonds. The 
savings bank business is not aliquid banking 
business. This fact should be recognized 
by the National Bank Act and by the state 
bank acts and suitable provisions be enacted 
to protect both the depositor and the bank. 


Branch Banking 


bin United States alone of all the great 
commercial nations of the world has 
not a fully developed branch banking sys- 
tem. It is true that branch banking has 
always existed in the United States, that 
previous to the Civil War a number of the 
state banks were well conducted and highly 
developed branch banks, and that at present 
branch banking exists in about twenty of the 
states. Moreover, the First and Second 
Banks of the United States had branches 
and there are now twenty-three branches of 
the present Federal Reserve Banks. Branch 
banking has been characterized as_ un- 
American by Mr. Dawes when Comptroller, 
but the historical record refutes his state- 
ment. 

Even in the national system, branch bank- 
ing has been possible since 1868 when the 
provision was adopted permitting state banks 
with branches to convert into national banks 
and retain their branches. In 1918 the na- 
tional system further countenanced branch 
banking by an amendment to the National 
Bank Act permitting the consolidation of 
banks with branches and the retention of 
the branches. 

More recently successive Comptrollers be- 
ginning with Mr. Crissinger have permitted 
national banks to establish what are called 
agencies, but which in reality are branches, 
within the city limits in those states which 
permit state banks to operate branches. Cer- 
tain national banks openly call their agencies 
branches and so advertise them. National 
banks have been expressly authorized by 
Congress to establish foreign branches and 
forty-six such branches of national banks 
were in operation in June, 1925. 

The McFadden Bill proposed among other 
things to throw off the disguise under which 
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The Accounting Department of the Union Trust Company, Pittsburgh, Pa., is floored with 9 x 9- 


inch medium shade Armstrong’s Cork Tile. 


Graham, Anderson, Probst & White, architects. 


Comfortable Floors Reduce Errors 


floors and clerical efficiency. Hard, 

noisy floors cause fatigue and 
fatigue breeds errors. On the other 
hand, comfortable, quiet floors of Arm- 
strong’s Cork Tile lessen the strain of 
constant standing, deaden distracting 
sounds, and keep mind and body keen 
and alert. That is why you find Arm- 
strong’s Cork Tile in the work spaces of 
so many modern banks. 

Armstrong’s Cork Tile is made of 
pure cork curlings. It is yielding and 
resilient under foot, noiseless and non- 
slippery. It has no polish or glare, and 
is supplied in soft brown shades that are 


\HERE is a direct relation between 


restful to the eye. These light, medium 
and dark shades and the many tile sizes 
afford a wide variety of design which, 
with the interesting surface texture, give 
a floor of Armstrong’s Cork Tile an ex- 
ceedingly attractive appearance. 

Armstrong’s Cork Tile is not readily 
scratched, stained or marred. It is easy 
to clean, needs no polishing or varnish- 
ing, and lasts for years with hardly a 
trace of wear. Architecturally and 
economically it is an ideal floor for the 
banking room. 

A sample tile and a copy of the book, 
“Armstrong’s Cork Tile Floors,” will be 
sent on request. 


ARMSTRONG CorK & INSULATION COMPANY 
Division of Armstrong Cork Company 
176 TWENTY-FOURTH STREET, PITTSBURGH, Pa. 


Also manufacturers of Linotile Floors 


Armstrong's Cork Tile 


When writing to advertisers please mention the American Bankers Association Journal 


359 
“ow 
\ 


AMERICAN BANKERS ASSOCIATION JOURNAL 


November, 1925 


| 


itt! 


= 


| 


Head Office: 
LONDON, E.C.3. 


Over 1,650 Offices in England & 
Wales, and several in India, 
Burmeh and Egypt. 


(lst December, 1924.) ($5=21.) 
DEPOSITS, &c. $1,707,171,660 
ADVANCES, $828,571,655 


The Bank has Agents and 

Correspondents throughout the 

British Empire and in all parts 

of the World, and is closely 

associated with the following 
Banks :— 

The National Bank ef Scotland Ltd. 
Bank of London & South America Ltd. 
Lloyds & National Previncial Foreign Bank Ltd. 
The National Bank of New Zealand, Ltd. 
Bank of British West Africa. Ltd. 

The British Italian Banking Corporation, Led. 


the Comptrollers have been acting and to 
grant to national banks the right to establish 
city branches in those states which permit 
their state banks to have such branches. 
There has been a good deal of discussion of 
branch banking since the first introduction 
of the McFadden Bill. Anti-branch bank 
associations have sprung up, bankers asso- 
ciations have gone on record as opposed to 
branch banking, even Mr. Dawes when 
Comptroller argued vehemently against 
branch banking though advocating city 
branches for national banks. Everywhere 
there has been much unsupported statement 
about the effects of branch banking but 
nowhere any real investigation of the facts. 
Neither the Federal Reserve Board nor 
Congress has undertaken an impartial in- 
vestigation of the subject of branch bank- 
ing. Would it not be well to have an im- 
partial study by experts of the economic 
effects of branch banking in other countries 
and in those states in which it is operating 
in the United States? If branch banking 
is economically or socially unsound, those 
of us who are engaged in branch bank- 
ing are the very first ones who want to know 
it. The result of our own rather extensive 
investigation of the operation of branch 
banking in this and other countries, com- 
bined with our actual experience over a 
period of a dozen years or more, has con- 
vinced us of its economic soundness. I wish 


to make it plain that the branch bankers do 
not fear but would welcome such an im- 
partial investigation. This is a matter in 
which the people are more vitally interested 
than are the bankers and they are entitled 
to the best banking legislation which can be 
framed after the most thorough assembling 
and consideration of the data. 

I am not so much interested in arguing 
the merits of branch banking as I am of 
insisting upon the necessity of a critical 
analysis of the arguments advanced for and 
against, such analysis to be based upon 
a study of the facts. Let us not seek to 
legislate nationally either for or against 
branch banking unless we have had a study 
of the data by experts. 


Voluntary or Involuntary 


UCH has been made of the competition 

to which national banks have been 
subjected by the state banks and particular 
emphasis laid on the branch bank competi- 
tion. It has been repeatedly claimed that 
the welfare of the Federal Reserve System 
is at stake by reason of this competition; 
that the compulsory membership of the na- 
tional banks is the backbone of the Federal 
Reserve System but that the absorption and 
conversion of national banks is proceeding 
so rapidly as to constitute a distinct menace 
to the System. Is this true? Might it not 
be better in the long run for the System 
to rest upon the voluntary membership of 
sound banks, whether national or state? 
Do the large number of weak national 
banks which are compulsory members add to 
the strength of the System? 

The whole question of the continued ex- 
istence of the Federal Reserve System is 
before us through the demand for an early 
rechartering of the banks. There will be 
opposition to rechartering from a great 
variety of sources. Is it wise to do any- 
thing which may add to that opposition? 
The spirit of recent Comptrollers shows 
them as the avowed partisans of the na- 
tional banks, determined to build up the 
national banking system at the expense of 
the state systems. Yes, even at the ex- 
pense of state bank members of the Fed- 
eral Reserve System. 

From its outset the Federal Reserve Sys- 
tem has been open to state banks and so 
many state banks have joined that the re- 
sources of state bank members are nearly 
60 per cent of the national bank resources 
represented in the System. Is it wise at this 
juncture, when rechartering is an issue, to 
force state banks into opposition to the Sys- 
tem in self defense? Such may well be the 
result of the passage of the McFadden Bill 
with section 9 retained, for this section very 
definitely seeks to change the present status 
of state member banks as fixed by the Fed- 
eral Reserve Act and to deprive them of 
some of their statutory and charter rights 
in certain states. 

So far as branch banking is concerned, it 
is my opinion that national banks should be 
put on a parity with the state banks. If 
the national banks are in need of protection 
in this particular, no halfway measure of 
city-wide branches as proposed in the Mc- 
Fadden Bill will suffice. The remedy is 
simple. Amend the National Bank Act to 
give to national banks in each state the same 


branch banking rights enjoyed by the state 
banks. Follow the precedent already set in 
regard to the exercise of fiduciary powers 
by national banks. Let the exercise of their 
branch banking rights be co-extensive with 
the rights and restrictions of state banks. 


Bank Failures 


HE extent of bank failures in the 

United States since 1920 has produced 
so much concern that the natural reluctance 
to speak plainly on this subject has been 
largely overcome. Vice-Governor Platt of 
the Federal Reserve Board has very force- 
fully directed the attention of the country 
to this condition and has stimulated thought 
by his suggestions. 

There have been other occasions in our 
history, generally following financial panics, 
when similar, if less acute conditions ex- 
isted. Various remedies have been from 
time to time suggested and some of them 
tried, the most vicious being the guaranty 
of deposit acts in a number of states. Such 
guaranty laws have everywhere resulted in 
failure to prevent loss to depositors and 
have placed a crushing burden upon the 
*solvent banks. Repeal of the law, with- 
drawal from its operation, substitution of 
surety bonds are among the means that have 
been chosen to avoid the eventual conse- 
quences of this unsound legislation. 

The view has received widespread accept- 
ance that the inauguration of the Federal 
Reserve System would prevent bank fail- 
ures. There was little, if any, justification 
for this assumption. The Federal Reserve 
System may prevent financial panics but it 
cannot prevent bad management, under- 
capitalization, dishonesty and all the other 
causes of bank failures. It can help a sound 
bank to tide over a bad situation by enabling 
it to realize quickly and surely upon its 
paper eligible and acceptable for rediscount. 
Indirectly it may and doubtless has im- 
proved banking conditions and practices 
throughout the country by spreading infor- 
mation regarding sound banking practices 
and by frowning upon unsound practices of 
its members. 

Meanwhile failures continue at the rate of 
more than one a day, and on all sides the ques- 
tion is raised of what can be done to prevent 
similar conditions from occurring in the 
future. From January 1, 1920, to July 1, 
1925, the number of failed banks in the 
United States was 2081, situated for the 
most part in the Middle West, all the way 
from the Canadian border to the Mexican 
line and from the Mississippi River to the 
Rocky Mountains. 

In August the Associated Press carried a 
news item to the effect that Prof. H. Par- 
ker Willis of Columbia University, assisted 
by a number of economists, had under- 
taken to investigate in behalf of certain 
private interests, among other things, bank 
failures in both the national and state sys- 
tems. At about the same time it was an- 
nounced that Prof. O. M. W. Sprague: of 
Harvard had been employed by the Federal 
Reserve Board to make a similar study. 

It is much to be hoped that the results of 
the investigations of these distinguished 
economists will be made available to the 
public, for they should be very helpful in 
arriving at the causes of failures and in 
showing the way to a proper remedy. 
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Financing the Farmers of America 
Farming is the key industry of the United 
States. The economic welfare of the Nation, 
present and future, depends upon keeping 
the country agriculturally self-supporting. 


INCREASING FARM PROSPERITY 


~ through Joint Stock Land Banks 


R years, in many sections of the 
United States, the farmer paid as high 
as 8% to 12%—and perv less than 

7%—for loans adequately secured b 
productive property. On the other hand, 
manufacturing concerns, with no better 
security than that offered by the farmer, 
could borrow money at far lower interest 
rates, because it was recognized that they 
could not profitably continue in business 
if exorbitant rates were demanded. The 
farmer, however, was expected to prosper 
under conditions which, if imposed on any 
other business enterprise, would threaten 
it with bankruptcy. 


No Direct Contact with Capital 


The reason such a situation existed was 
due primarily to the inability of the farmer to 
establish direct contact with available and in- 
terested capital. He was forced frequently to 
pay as many as four and five commissions 
to middlemen, thus doubling and trebling 
his cost on a perfectly sound loan. 


The condition was not remedied until 
the Federal Farm Loan Act was passed by 
Congress in 1916, which offered a basis for 
the establishing of a practical, national 
farm banking system. Capital for agricul- 
tural purposes then became available to the 
farmer through Joint Stock Land Banks— 


at anet rate which has never since exceeded 
6%. This government recognition of the fact 
that widely distributed credit resources for 
agriculture as well as industry are essential 
to the life of the nation assures the perma- 
nency of the Joint Stock Land Banks, and 
precludes the possibility of a return to the 
old and extremely unsatisfactory methods. 


Government Supervision 


Today, Joint Stock Land Banks supply a 
large part of the capital needs of agricul- 
ture. This is done as directly, and even 
more simply, than industrial enterprises 
can obtain similar credits. Under Govern- 
ment regulation, these Banks extend direct 
loans, secured by productive property, the 
value of which has been appraised by the 
Government... ~ 


Bonds are Tax-Exempt 


The funds for these constructive loans are 
obtained principally through the purchase 
by investors of Joint Stock Land Bank 
Bonds. These Bonds are printed by the 
Government; they have been declared in- 
strumentalities of the Government by the 
United States Supreme Court; and they are 
secured by first mortgages on productive 
farm lands. They are, by Federal Law, as 
es tax-exempt as First Liberty 314% 
Bonds. 


The Guy Huston Organization—a complete organization of finan- 
cial, land and bank specialists—affords Joint Stock Land Banks a 
broad, basic and helpful service. The facilities of this Organization 
are extended not only to Joint Stock Land Banks, but to investment 
bankers and institutions desiring information or reports cover- 
ing any phase of Joint Stock Land Bank operations or securities. 


61 BROADWAY 
New York 


208 SO. LA SALLE ST. 
Chicago 
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Size of Banks That Failed 


CURSORY examination reveals that 

most of the failed banks have been small. 
They were inadequately capitalized and un- 
doubtedly were poorly managed. Their 
earning power in many instances did not 
warrant the employment of executives who 
could in a proper sense be characterized as 
bankers. A very large number of the 
failed banks were located in agricultural 
districts given over predominantly to a 
single crop. It seems reasonable to infer 
that the three factors of small capital, poor 
management and concentrated risk have been 
the prevailing factors in a very large num- 
ber of bank failures. The problem then 
would seem to require some sort of legis- 
lation which would remove these factors. 
Larger capitalization can be prescribed by 
law, but unless some branch banking be per- 


AMERICAN BANKERS ASSOCIATION JOURNAL 


November, 1925 


mitted many smaller places would be de- 
prived of banking facilities. Larger cap- 
italization apparently produces on the whole 
better management and a greater diffusion 
of risk can be secured with operations ex- 
tending over a larger territory. 

It has been recently suggested that 
branch banking on a county-wide scale or 
perhaps within a radius of forty or fifty 
miles of the head office be recognized and 
that amalgamation of existing small insti- 
tutions should take place with the opera- 
tion of branches in the smaller places. 
Very few banks with capital of $250,000 
or more have failed. If a county-wide 
branch banking system were recognized 
with capital of not less than $250,000 
it seems highly improbable that we would 
have in this country very many bank 
failures. 

Are the objections to branch banking of 


sufficient weight to warrant the tremendous 
economic loss to the people of the United 
States through the aggregate loss involved 
in the failures that occur? The loss is not 
confined to the depositor and stockholder 
but there is an indirect loss to the whole 
community. Undoubtedly the great num- 
ber of bank failures in the Middle West has 
done much to retard the economic recovery 
of that section since 1920. Proof of this 
seems to lie in the fact that in Canada, with 
similar economic conditions, there has been 
neither the tremendous depression nor the 
permanence of depression that has occurred 
in our own Middle West. 

With respect to all the four topics here 
discussed, I wish to urge again, in conclu- 
sion, the necessity of knowing the facts 
before legislation is enacted. The facts 
can be known only through an investiga 
tion by experts 


How Country Banks May Increase the 
Confidence of Customers 


LL successful business is built 
A through confidence and this is es- 
pecially true of the banking busi- 
ness. Let there be the slightest let down in 
the confidence of the public in any banking 
institution and there will be an immediate 
loss of business. For the purpose of in- 
creasing the confidence of the public in the 
bank, the directorates are composed usually 
of the leading business men of the com- 
munity. 

Unfortunately the average board of direc- 
tors consists of untrained bankers and con- 
sequently they are forced to rely upon the 
cashier or the executive officers of the bank 
for guidance in the technical details. The 
average director of the country bank is not 
acquainted with accounting terms and few 
could prepare a statement, or verify a state- 
ment from the books. 


HE writer knows a small bank which 

had the usual board of directors—the 
town’s leading lawyer, two” physicians of 
prominence in the community, a _ retired 
business man who had accumulated a nice 
little fortune, a contractor who had built 
most of the town’s buildings, a politician 
who was widely acquainted through the 
county, and the cashier of the bank. They 
figured that the business interests of the 
county were well represented and that they 
had a strong directorate. 

The bank was examined with regularity 
by the bank examiner and the by-laws of 
the bank provided for an auditing committee 
of the directors to investigate the affairs 
of the bank semi-annually. 


When calls were made on the banks for ° 


statements of condition the cashier would 
have his reports attested by such directors as 
he could locate. Invariably the physicians 
would have to be told where to sign their 
names to the documents, the correctness of 
which they were supposed to be verifying. 


BY JOHN C. MCNEIL 


But one day it was discovered that this 
bank’s capital was impaired, and when the 
bonding company put an auditor on the 
books to verify the shortage, he found that 
the entire capital and surplus had been 
wiped out and that the peculations had 
been going on for several years. 

In the case of another bank, which devel- 
oped a shortage of over 60 per cent of its 
capital, an accountant was refused the busi- 
ness of verifying its accounts. The president 
stated that he and the cashier “were expert 
bookkeepers and that they personally veri- 
fied the affairs periodically.” He was evi- 
dently correct, because the cashier ab- 
stracted the funds without any difficulty. 


— small bank depended upon 
the usual auditing committee of the 
board of directors to verify the assets in 


accordance with the by-laws. This com- 
mittee always had the assistance of the 
cashier and when the shortage was un- 
covered, the cashier confessed that he had 
fooled the examining committee in its peri- 
odic examinations by having the members 
of the committee count the same funds 
twice. The cashier knew the approximate 
amount of his shortage and he would have 
a sufficient amount of currency counted the 
second time by them to hoodwink his direc- 
tors. 

It is impossible to keep a crook from slip- 
ping into a bank occasionally and ingratia- 
ting himself into the good graces of the 
directors. Because of this fact, the directors 
should protect their interest through audits, 
which should be made by accountants in 
public practice. 

In order to avoid suspicions of trouble in 
the bank, the depositors should be prepared 
for the audit by a series of announcements 
that it is intended to have the affairs of the 
institution confirmed by independent account- 
ants. These announcements should state that 


the accountants thoroughly investigate the 
affairs of the bank and their certificate is 
not given out unless the bank is in good con- 
dition. In these announcements, the deposi 
tors should be invited to bring to the ac 
countants’ attention any errors of omission 
or commission in their accounts. With the 
ground work properly prepared, an audit 
will not cause any loss of confidence. Au 
dits should not be made, however, withour 
acquainting the depositors with the fact. 


T is gradually coming to the point where 

the bonding companies will refuse to 
bond any officers or employees of banks that 
do not have their accounts audited by. public 
accountants. This is a duty that the banks 
owe to their depositors and their stock- 
holders. The only argument that any bank- 
er has to offer against such a course is its 
costs. In the three instances cited, the loss 
sustained in either of them would have paid 
for semi-annual audits for twenty-five or 
thirty years. These audits would have in- 
creased the confidence of their customers a 
hundred fold and the lives of three men 
would have been saved suffering and shame. 


Financial Advertisers’ Officers 


HE Financial Advertisers’ Association 

at its recent convention in Colum- 
bus, Ohio, elected the following officers: 
President, Carroll Ragan, United States 
Mortgage & Trust Co., New York City ; First 
Vice-President, H. G. Hodapp, National City 
Company, New York City; Second Vice- 
President, Clinton F. Berry, The Union 
Trust Company, Detroit; Third Vice-Presi- 
dent, Kline L. Roberts, Citizens Trust & 
Savings Bank, Columbus; Treasurer, Carl 
A. Gode, Illinois Merchants Trust Company. 
Chicago; Executive Secretary, Preston E. 
Reed, Chicago. 


| 
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1926 EDITION NOW READY 


Heinz Interest and Discount Time Teller and Desk Calendar 
IF DESIRED WILL SEND ON APPROVAL | 


Number of days from January 
Ist to current date. 


Number of days 
from current date 
A sheet for every 30 to December 31. 


day of the Sat. 30 
JANUARY, 1926 


PROBLEM 
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how many days’ 
interest should be 
charged on a four 
months’ note dated 
January 30th. 
Notice the inatan- 


from current date.. 


terest to be earned 


Space for memo- 
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need of separate 
current month. desk calendar. 


Holidays. 
possible loss of 
interest. 
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SATURDAY, 


P4stantly located. 


/ PRICE 


Renewal Pad 


ACTUAL CALENDAR IS IN TWO 
COLORS—RED AND BLACK 


Edwards & Deutsch Lithographing Company 
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Heeding the Consumer’s Whims 


By C. B. SHERMAN 


Government Survey Shows that Small Onions Are in Demand 
Only in New York and Philadelphia and That Only Kansas 


City and New Orleans Prefer Red Apples. 


A Study of the De- 


mand Rather Than the Supply Necessary in Marketing Now. 


ARM practices, farmers and the 

question of production and supply 

occupied the concentrated attention 

of agricultural scientists for many 
decades. One decade ago the center of at- 
tention shifted to market practices, to mid- 
dlemen and to processes of marketing. Now, 
the suggestion of a third shift is discernible, 
for at least a few agricultural leaders are 
directing their attention to the homes, the 
consumers, and to the question of demand. 
They realize that knowledge of demand is 
as necessary as knowledge of supply if we 
are to have a balanced and successful agri- 
culture. Prices must be satisfactory and 
fair both to the farmers and to the con- 
sumers and both groups must be kept con- 
stantly in mind in all plans for the future 
of the industry. 

“Wouldn’t it be more logical to talk of 
the law of demand and supply?” says one 
of these practical economists. “If that much- 
quoted law had been so named, it might 
have measureably altered our program of 
study and investigation. As it is now named, 
it suggests the proposition hindside fore- 
most. Until there is demand, there is no 
need for supply.” . 

Early in the first marketing studies of the 
past decade investigators came sharply up 
against the question of market preferences. 
These preferences had never been studied; 
they had never been written about; they had 
never been listed. They seemed to have no 
logical basis, to be the result of mere whims, 
yet there they were, frequently so fixed in 
practice that they affected two-thirds of the 
sales of certain products in certain cities. 


An Onion Isn’t Just an Onion 


XPERIENCED dealers .knew of those 
that affected their commodities and al- 
lowed for them in their plans, but they 
usually knew nothing about preferences re- 
garding other commodities on their markets 
or about preferences on other markets. 
Farmers and farmer shippers knew practi- 
cally nothing of them, or if they did know 
they were inclined to disregard them as mere 
nonsense, often to their financial sorrow. 
An onion is an onion, they would argue. 
But what value is such reasoning, axiomatic 
as it is, if two out of every three buyers 
seeking onions pass it by? 
For New Orleans will buy only red onions 


freely, whereas in nearly every other large . 


city, red onions must be sold at a lower 
price. Small onions usually sell at a lower 
price, too, but in New York and Philadel- 
phia small onions are.in special demand by 
the large foreign population. These foreign- 
ers will pay decidedly higher prices to get 
the small-sized onions they want for boiling. 


Kansas City and New Orleans, in common 
with most southern cities, are known in the 
trade as “red apple cities” but in other cities 
in the East the yellow varieties are the fav- 
orites. 

New Orleans has always liked a high 
color in its butter, and much salt, as have 
other southern cities, and Boston joined 
them in this preference, but all of these 
cities are slowly drifting away from this 
tendency and are now buying more of the 
butter of light color and mild flavor that has 
always been preferred in New York and 
Philadelphia. 

New York wants cheese that is highly 
colored, but Philadelphia wants mild, light- 
colored cheese in line with its butter pref- 
erence. It is the only large city that insists 
upon having its poultry dry-picked rather 
than scalded. 


An Egg Liked for Its Color 


HE most emphatic and well-known mar- 

ket preferences are in regard to eggs. 
Boston must have a brown egg; New York 
must have a white egg. Boston pays an 
extra price in order to get just the kind of 
brown eggs it wants, while New York City 
pays an extra price for the sake of having 
its eggs chalk white. These are only a few of 
the many examples of distinct preferences 
now fairly well charted as a by-product of 
systematic studies of the marketing of our 
chief agricultural food commodities. 

Fortunately for the producers, the color, 
size or shape that is taboo in one city is 
often preferred in another, so that if the 
shippers are up on the whims of the cus- 
tomers in the various cities within reach, 
they know just where to ship to advantage. 
Producers are learning every day that it 
pays them in actual dollars to consider these 
preferences even though they have to ship 
their produce a longer distance to reach the 
customers who want just the color of onion 
or apple or egg they have to offer. 

But incidental knowledge of consumer 
preferences or demands were not enough, 
even if they did gradually total into system- 
atic knowledge. About two years ago, under 
the suggestion and direction of J. Clyde 
Marquis, the practical economist who raised 
the query quoted in our second paragraph, 
the Department of Agriculture planned a 
series of systematic investigations of fac- 
tors affecting consumer demand for selected 
farm products, and these studies are now 
yielding concrete results. 

Highly developed methods of advertisers 
for the surveying of the prospective mar- 
ket for a product gave suggestions for these 
studies. Before a manufacturer places a 
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product on the market he knows about the 
demand for that product. Before a farmer 
or a group of farmers places a product on 
the market, he should know about the de- 
mand for that product. 


The Consumer Really Is King 


—— consumer-demand analyses are 
designed to bring out factors and char- 
acteristics which affect and control buying 
habits of families in regard to a given prod- 
uct—how much they buy it, how they use 
it, and their wishes concerning it—for con- 
sumers form the class upon whom the pro- 
ducer and the distributor are dependent 
for the sale of their product. One of the 
best known and most successful of the large 
cooperative marketing associations attributes 
its success largely to the fact that it holds 
always to the maxim that the consumer is 
king. 

This consumer-demand work is conducted 
through carefully planned questionnaire sur- 
veys made by trained field workers. These 
workers secure from the housewife, in 
house-to-house canvasses, her buying and 
using experience in connection with the com- 
modity under study. “It is not merely a 
question of getting answers to a specific list 
of questions, but of getting the right an- 
swers,” says Mr. Marquis. “Perhaps the 
answers are not exactly a collection of facts, 
but if the consumer believes a thing is true 
and acts upon it, for her it is a fact. The 
fact may be questioned, but the object is to 
find what is in the mind of the consumer.” 

These questionnaires then form the basis 
for statistical analysis. Average consump- 
tion, methods of buying, family preferences, 
use of substitutes and reasons for buying 
are analyzed and are checked against the 
statistics of the distribution of the products 
in the given locality, to determine the im- 
portance of various influences. 

These studies are made on the basis of 
groups (the well-to-do, the middle class, and 
the poor class of families) and on the basis 
of nationality or race groups (Polish, Ital- 
jan, and negro, for instance, wherever 
nationalities or races are represented in 
sufficient numbers to permit such study and 
analysis. Approximately fifty families within 
a group seem to constitute a satisfactory 
sample. These families are taken from all 
sections of the city in order to obtain a 
comprehensive representation of the city. 


The Rise of the Raisin 


HE first work was done in connection 
with raisin advertising, because a rather 
accurate record of efforts to increase the 
consumption of raisins and of advertising 


November, 1925 


AMERICAN BANKERS ASSOCIATION JOURNAL 


2433 
SJ 


= 


When gas comes 
into your plant— 


Out go dirt and soot and ashes! Away 
forever with storage and handling costs for 
coal or oil. 

When the gas-mains come in, out goes the 
main cause of “rejects” and “seconds” —lack 
of uniform heat control. 

In with the gas pipe enter economy, simplicity, 
perfection in control and product. 

Though often the fuel of higher first cost, city 
gas saves in labor and handling and eliminates 
wasted floor-space and rejected output —so that 
it is actually the cheapest fuel—wherever heat 
is used in industry. 

Gas—the super-fuel—is the ideal fuel for 
you; and your local gas company stands ready to 
prove it in your own plant. Telephone today for 
one of their trained combustion engineers. 


If it is done with heat 


you can do it 


When writing to advertisers please mention the American Bankers Association Journal 


Bankers ought to know 


That the gas industry, far from being 
“behind the times” is advancing faster 
than many other basic industries; that 
an increase in industrial sales from 
seven and a half billion cubic feet in 
1910 to over a hundred billion in 1924 
spells progress—not retreat; that se- 
curities of gas companies are good in- 
vestments because the future of gas is 
bright. Write American Gas Associa- 
tion, 342 Madison Avenue, New York, 
for interesting and valuable informa- 
tion about Gas Securities. 


BREAKING THE 
100 BILLION MAR 
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FOR 
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AN OLD PROVERB — 
AND ‘YOUR | 
COLLECTION PROBLEM 


A day’s interest saved on the 
collection of an item is ex- 
actly equal to a day’s interest 
earned on a loan of like 
amount. 


The significance of this self- 
evident statement lies in the 
fact that the average com- 
mercial bank handles every 
ten days, in checks and col- 
lections, an amount equal to 
its total loans and investments. 


Save both time and money 
by sending your items through 
our twenty-four-hour transit 
and collection department. 


PHILADELPHIA 
NATIONAL 


BANK 


Capital, Surplusand Profits, $17,000,000 


Francis G. Addison, Jr., vice-presi- 

dent, Security Savings & Commercial 

Bank, Washington; president, District 
of Columbia Bankers Association. 


expenditure was available for comparison. 
One of the practical results of this prelim- 
inary study was the fact that, based on the 
results, the raisin campaign returned to its 
old slogan, recently abandoned, regarding 
today’s supply of iron, because these studies 
showed the health appeal to be the strong 
one among consumers. As this affects the 
expenditure of about half a million dollars 
of advertising money and as _ marketing 
studies seem to show that time and money 
spent on advertising is a legitimate market- 
ing cost, ultimately shared by all parties 
to the transaction, these studies would seem 
to be justified if they did no more than aid 
in the wise direction of advertising and as 
a basis for other educational campaigns. 

There is no use wasting money on ad- 
vertising that does not really reach the 
consumers and it has been found that, to 
be effective, food advertising must be di- 
rected not to the public at large but to par- 
ticular types of individuals. . Advertising 
today must be helpful to the consumer as 
well as to the sellers. Advertising that at- 
tempts to push the sale of a product with- 
out regard to the family and the public 
benefit in the long run is likely to be wasted 
money. 

Two of the largest studies have related to 
the use of milk in Boston and in Philadel- 
phia. One of the interesting things revealed 
is that about one-half of the adults who 
drank milk were reported to do so solely 
because they liked it. This may seem natu- 
ral, but the milk campaign for that city 
had been built on the health issue. The re- 
turns indicated that only about one-fourth 
of the users drank it because of its food 
and health value, although among children 
its use was dictated largely by considera- 
tions of health. 

Questions in the Boston study relating to 
the place of milk in the family diet brought 
141 answers indicating that fresh vegetables 
and meat were considered the foods of great- 
est importance, with bread next and milk 
fourth. In Philadelphia, fresh vegetables 
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Travis Oliver, president, Central Sav- 

ings Bank & Trust Co., Monroe; 

president, Louisiana Bankers Associa- 
tion. 


stood first, meat second, and milk third. 
These replies were a surprise and disappoint- 
ment to the dairymen. Fresh vegetables 
seem to have forged ahead recently in the 
estimation of housekeepers. The Burlington 
Milk Dealers Association has recently de- 
cided on an advertising campaign to increase 
local milk consumption. The facts dis- 
closed by the Department’s milk consump- 
tion investigation are used as a basis of the 
advertising copy. 


A Study of the Meat Market 


HE effect of consumers’ habits upon 
the market for meat is now the subject 

of the most extensive consumer demand 
study yet made by the Department, and pre- 
liminary reports on the progress of the 
study have awakened great interest. 

Studies have been made, thus far, in 
regard to raisins in Boston, Washington, 
Louisville, Denver, Minneapolis, Des Moines, 
and Cleveland; cranberries in Washington; 
citrus fruits in Boston and Washington; 
milk in Boston, Philadelphia and Minneap- 
olis, and meat in New Haven, Binghamton, 
Baltimore, Washington and Jacksonville. 
Before the meat study is completed it is 
hoped to include twelve or fifteen cities. 

Interest in the studiés is widespread. Co- 
operative growers and marketing associa- 
tions, state and city departments of mar- 
kets, advertising agencies and various city 
boards are encouraging the studies and 
making use of the results. At the last meet- 
ing of the National Association of State 
Marketing Officials, one official stated that 
sooner or later the consumers were going to 
demand the extension of such work. An- 
other declared that the next need in his state 
was for consumer information and consumer 
education. They had been studying supply 
and educating farmers for many years, he 
said, and really felt the need now of learn- 
ing more about consumers and they believed 
that they needed to teach consumers more 
about when to buy and how to buy. 


THE CoLuins SERVICE 
Announcss [Ts 
New ADVERTISING PLANS 


many years in bank 

advertising, during which time 
it has built up the largest organi- 
zation in the country in its line, 
The Collins Service announces a 
series of plans for increasing bank 
profits that will appeal to you 
irresistibly, whether your bank be 
large or small. 


Space will not permit us to do 
justice to the story here. Fill in 
the coupon below and let us furnish 
you with complete information. 


THe SERVICE 


PHILADELPHIA 


The Collins Service, 
230 Columbia Ave., Philadelphia, Pa. 


Without committing ourselves in any way we are willing 
to have you send us information about your new service. 


° 
| 


AMERICAN BANKERS ASSOCIATION JOURNAL 


Add These Facilities 


to Your Own 


ANKS, bankers and in- 

vestors have available 

to them in the Continental 

and Commercial Banks an 

investment buying, selling 

and trading service that is 
theirs for the asking. 


The officers of the Continental 
and Commercial are trained men 
who must use conservative methods 
in the handling of over five hundred 
million dollars entrusted to them. 

To their experience are added 
facilities for far reaching investiga- 
tions, and a statistical department 
equipped to apply scientific methods 
to any analysis. 


We will be glad to aid you 
with your investment problems 
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Section Nine 
(Continued from page 314) 


System has a definite value for the state 
member bank. Nevertheless, every state 
member bank is free at all times to weigh 
the advantages of the Federal Reserve 
System with the advantages of non-mem- 
bership and to choose at its discretion. 


Condition of Membership 


HEN the Federal Reserve Act was 

amended to permit state banks to 
become members and retain their full 
charter and statutory rights under the 
state laws, this privilege was granted by 
Congress “subject to the provisions of this 
Act and to the regulations of the Board 
made pursuant thereto” and one of these 
provisions as noted above was that the cor- 
porate powers exercised by a state bank 
desiring to become a member must be con- 
sistent with the purposes of this Act. 

It is for Congress and not for the state 
legislature to say what are the purposes 
of the Federal Reserve Act and no state 
bank, upon becoming a member under the 
amendment above referred to, can acquire 
any vested rights to the exercise of any 
particular charter powers while continuing 
as a member bank. If Congress reaches 
the conclusion that state-wide branch bank- 
ing should be brought to a standstill within 
the Federal Reserve System, the state 
banks cannot properly make complaint, 
nor can it be said that the rights of any 
state legislature have been invaded. To 
take any other position would be tanta- 
mount to holding that the state legislature 
has a right to dictate the conditions under 
which state banks may become and con- 
tinue members of the Federal Reserve 
System. Such a position, it is needless to 
say, is altogether untenable. 

I do not cherish the hope that this dis- 
cussion will appeal to any one who believes 
that state-wide branch banking or nation- 
wide branch banking should proceed with- 
out restriction in this country. But I do 
hope that I have made clear to everyone, 
who is opposed to state-wide branch bank- 
ing, that Section 9 of the National Bank 
Bill is wholly constitutional, makes no in- 
fringement upon the rights of any state 
legislature or interferes with any state 
banking system, but on the contrary is 
simply a means of preservation of the 
soundness of the Federal Reserve System 
itself. 


Siew 


THEORY OF ACCOUNTS. By Dr. 
Scott. 279 pages. Price $2.50. Pub- 
lished by Henry Holt and Company, New 
York. 


One of the American Business Series, 
designed to give the reader an understand- 
ing of the larger aspects of bookkeeping 
and accounting. The book discusses the de- 
velopment and functions of modern account- 
ing, the bookkeeping process, the proprietor- 
ships, both partnerships and _ corporate 
proprietorships and the valuation of assets. 
The author seeks to bring out the social 
significance of accounting and to give a 
familiarity with the principles rather than 
a knowledge of the details of accounting. 
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Holmes D. Baker, president, Citizens 
National Bank, Frederick; president, 
Maryland Bankers Association. 


Mexican Bank 
(Continued from page 343) 


Deposits held by the promotion banks are 
to be governed by rules similar to those ap- 
plying to commercial banks. 


Single Bank of Issue 


P to the present writing, the law which 
will regulate the operations of the sin- 
gle bank of issue (Banco de Mexico) has 
not been enacted. According to press re- 
ports, however, the Executive signed a de- 
cree on August 5 appropriating the amount 
of 60,000,000 pesos to pay for 60 per cent 
of the stock of the new bank. The balance 
of the stock, amounting to 40,000,000 pesos, 
is to be subscribed for by the banks of the 
republic. The government, furthermore, 
has made arrangements for the purchase of 
the “La Mutua” building, one of the finest 
in Mexico City, for the housing of the bank 
which will be headed by Mr. Alberto Mas- 
carefias, formerly employed by the govern- 
ment in the capacity of Financial Agent in 
New York City. It appears at the present 
time that the new bank will be strictly a 
government institution. 

A statement of General Calles published 
in the press of Mexico on April 14, 1925, 
made clear the fact that none of the old 
bankers or individuals who have figured as 
managers of old banking institutions in 
Mexico will be called upon by the govern- 
ment to direct the management of the new 
bank. The council of administration of the 
bank will be composed of five members rep- 
resenting the government and four members 
representing the shareholders. That the 
Comision Monetaria will be used as a basis 
upon which the new bank will be established 
is evidenced by the fact that, according to 
official statements, the present branches of 
the Comision Monetaria will become auto- 
matically branches of the Bank of Mexico. 

The most important operation of the bank 
will be that of note issue. It is stated that 
the metallic reserves of the bank amount 


Federal Supervision Safeguards 
This Standard Form of Investment 
Based on our fundamental industry—A griculture 


not only to meet the urgent needs of American Farmers for long- 


I: SETTING UP the Federal Land Bank System, Congress sought 


term land credit, but also to create a standard form of investment 
suitable for large and small, trained and untrained investors. Con- 
gress surrounded this new type of security with every safeguard which 
a century of experience could suggest and endowed it with extra- 


ordinary advantages. 


FEDERAL LAND BANK BONDS 


Safe—Marketable— Completely Tax-Exempt 
Denominations: $10,000, $5,000, $1,000, $500, $100 and $40 


These requirements safeguard the 
money of investors in Federal Land 
Bank Bonds: 


Loans can be made only to those who 
actually cultivate or are about to culti- 
vate the land mortgaged. This elimi- 
nates the land speculator. 


Loans are limited to 50 per cent of the 
appraised value of the land plus 20 per 
cent of the insurable value of the per- 
manent improvements. 


Before borrowing from a Federal Land 
Bank, a farmer must seek membership in 
thelocal FarmLoan Association,madeup 
of borrowing farmers who know him 
and his farm. No loan is granted until 
the land has been twice inspected, first 
by the Loan Committee of the local 
Association and then by Government 
appraisers, appointed by and respon- 
sible to the Federal Farm Loan Board. 


The application must be approved in 
turn by the local Board of Directors, 
the Chief Appraiser of the Federal Land 
Bank and by the Executive Committee 
of the Bank officers. 


Still further steps are requisite, before 
the Federal Land Bank can use the mort- 
gage as the basis for an issue of Federal 
Land Bank Bonds. 


The original application, the local loan 
committee’s report and the Land Bank: 
appraisers’ reports are forwarded to the 


Federal Farm Loan Board. Once more, 
all the documents are carefully analyzed 
before being finally approved. No indi- 
vidual or group of individuals along the 
line has any personal interest in make 
ing the loan. 


The Government not only gives the 
twelve Land Banks the closest super. 
vision, but through representation on 
the Boards of Directors participates in 
their management without, however, 
assuming financial obligation. Having 
provided all these safeguards, Congress 
proceeded to endow Federal Land Bank 
Bonds as “Instrumentalities of the 
Government of the United States” with 
complete exemption from “Federal, 
State, Municipal and local taxation”. 
This exemption extends to the income 
from the Bonds. 


These Bonds are eligible investments 
for all fiduciary and Trust funds under 
Federal administration. They are also 
acceptable at par as security for all pub- 
lic deposits including Postal Savings. 


The confidence of the investing public 
is evidenced by the absorption of more 
than one billion dollars’ worth of 
Federal Land Bank Bonds. 


A block of Federal Land Bank Bonds 
will strengthen any diversified investe 
ment fund and often increase its*net 
earning capacity. 


Federal Land Banks are located at 


Springfield, Mass. 
New Orleans, La. 
Wichita, Kan, 


St. Louis, Mo. 
Berkeley, Calif, 
Omaha, Nebr. 


Columbus, S.C. 
Houston, Texas 
Spokane, Wash. 


Louisville, Ky. 
St. Paul, Minn. 
Baltimore, Md. 


Write today for Federal Farm Loan Board Circular No. 16 dee 
scriptive of these Bonds, addressing nearest Federal Land Bank or 


Chas. E. Lobdell, Fiscal Agent 
FEDERAL LAND BANkKs, Washington, D. C. 
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We Specialize in 


Electric Light 
and Power Securities 


For more than 25 years R. E. Wilsey & 

Company executives have been identified 

with Electric Light and Power financing. 

We are constantly studying properties, 

super-power developments and other 

factors which enable us to determine © 
security values. 


R. W. Joslyn, vice-president, Mercan- 

tile Bank & Trust Company, Boulder ; 

president, Colorado Bankers Associa- 
tion. 


Our clients get the benefit of this study 
and experience. The Bonds we offer are 


most carefully selected from the stand- 
point of safety, marketability and yield, 
and we invest our own money in them, 
dollar for dollar, before offering them 


A description of the present banking ma- 
chinery of Mexico will be necessary for the 
discussion of the first point. 

There are four different groups of banks 
in existence in Mexico at present, which are 

The old banks of issue, 

Private banks and bankers, 

Branches of foreign banks, 


to clients. 


Let us put your Bond Department 
on our list to receive “The Wilsey 
Outlook” and our monthly list of 
security offerings. 


R. E. WILSEY & COMPANY 


Incorporated 
Investment Securities 


76 West Monroe Street 
CHICAGO 


to about 45,600,000 gold pesos and 20,000,000 
silver pesos, taking into consideration the 
resources of the Comision Monetaria. 

The note issues will not be forced on the 
public by law, but will be received by the na- 
tional railways, post office, telegraph offices 
and by all government offices on a parity 
with gold. The initial issue will be distrib- 
uted to outlying districts of the republic. 
In this manner, the government calculates 
that the time required to return the notes for 
redemption, granting that the anticipation of 
extreme distrust in them proves well found- 
ed, will give the bank a safe margin of time 
to provide for the redemption of any amount. 
By prompt redemption, it is hoped to build 
up confidence in the new currency. Grad- 
ually, as confidence grows and the bills re- 
main in circulation in increasing quaritities 


without demands for redemption, the re- 
serve fund can be partially withdrawn. It 
is said that the issue will likewise be in- 
creased as confidence in it grows. 


Advantages in Opening Bank 


T may be reasonably expected that the 
following are the advantages which 
Mexico believes will be derived from the 
opening of the Bank of Issue: 
To extend rediscount facilities to the 
banks of the countr,. 

To issue notes, thereby solving the pres- 
ent problem of non-elastic currency. 
To serve as the keystone of the banking 

system of Mexico. 
To act as fiscal agent and official banker. 
To establish a system of branches 
throughout the country. 


The Comision Monetaria. 

The first group is still the most important 
and the strongest. The combined capital 
of the old banks of issue amounts to about 
95,000,000 pesos against the combined capi- 
tal of the other banks in existence at pres- 
ent in Mexico of about 15,000,000 pesos, in- 
cluding that of the Comision Monetaria. 
Only a few of these banks, such as the 
Banco Nacional, the Banco Mercantil de 
Monterrey and the Banco de Nuevo Leon, 
have been able to resume operations on a 
limited scale. The government has not made 
good its promise to reimburse the banks 
for the loans made to the different rulers 
of Mexico, with the result that an early 
resumption of operations is rendered im- 
possible. The government owes these batiks 
some 80,000,000 pesos or about 20,000,000 
pesos more than the government’s share of 
the capital of the Banco de Mexico. 

Although the condition of several of the 
banks of issue is such as to render their 
eventual re-organization almost impossible, a 
great number of them could be easily revived 
if the government’s accounts were duly set- 
tled. In order to enjoy the rediscount fa- 
cilities of the new bank, the old institutions 
of credit would have to subscribe to the 
stock of the former. This can only be done 
by the three banks which have decided to 
resume operations, the combined capital of 
which amounts to 36,500,000 pesos, of which 
32,000,000 pesos constitute the capital of the 
Banco Nacional de Mexico. 

The private banks operating in Mexico 
are the most important of their kind in 
existence in that country. Five of the larg- 
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National Bank of Commerce 
in New York 


Established 1839 


STATEMENT OF CONDITION, SEPTEMBER 28, 1925 


W. R. Green, vice-president, Guardian 
Trust Company, Cleveland; president, 
Ohio Bankers Association. 


est are located in Mexico City. There are 
a great number of private bankers and 
banking firms throughout the country, but 
their size is so small that for the purpose of 
this study it is not considered necessary to 
take them into consideration. Around this 
group of banks the government expects to 
‘build the new bank of issue. It is noted 
that the combined capital of these banks 
amounts to a little over 9,000,000 pesos. 
Taking for granted that some 5,000,000 pesos 
fave been invested in the capital of the 
other private banks not established in Mex- 
ico City, a total of 14,000,000 pesos is ob- 
tained. This amount, added to the capital- 
ization of the available banks among the old 
banks of issue makes up a total of 50,500,000 
pesos, of which about 60 per cent belong 
to one institution. Taking for granted that 
the latter institution resolves to take part 
in the purchase of the shares of the new 
bank, it would be logical to assume that the 
investment would not amount to over 10 per 
cent of its own capital, namely, 3,200,000 
pesos. It remains to be seen, therefore, 
how much of the remaining 36,800,000 pesos 
in shares will be purchased by the remaining 
institutions with a combined capital of about 
18,500,000 pesos. 

No consideration has been given to the 
branches of foreign banks operating in 
Mexico for the reason that it is doubtful 
whether they will be interested in the pur- 
chase of the Banco de Mexico’s stock. A 
great percentage of deposits obtained in 
Mexico is sent abroad for investment, thus 
showing that for the present at least, they 
are not in need of rediscount facilities. At 
any rate, they will always enjoy the facility 
of recourse to their own head offices. 

The important place which the branches 
of foreign banks in Mexico occupy in the 
economic life of that country is evidenced 
in the fact, as shown in the latest available 
statement of condition, that with a combined 
capital of 12,000,000 pesos these institutions 
had over 10,000,000 pesos in cash on hand, 
had loans outstanding for over 24,000,000 
-pesos and had deposits in banks for about 
19,000,000 pesos. Private Mexican banks, 
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Loans and Discounts $313,707,501.37 
Overdrafts, secured 
and unsecured.. 
United States Securi- 
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Bills Payable with 
Federal Reserve 
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Reserved for Interest, 
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with a combined capital of about 9,200,000 
pesos, had over 9,600,000 pesos on hand, 
loans outstanding for only about 16,000,000 
pesos and deposits in banks of about 4,560,- 
000 pesos. 


Comision Monetaria 
Outstanding 


HE Comision Monetaria is the most 

important banking house in Mexico, 
by reason of its wide ramifications throughout 
the country and the fact that it is the offi- 
cial bank of the country. Besides its fiscal 
functions, the Comision Monetaria has 
been in charge of the regulation of the cur- 
rency in circulation, in order to prevent spec- 
ulation based on the disparity in value be- 


HARLES E. DUNLAP 


SNYDER 


JOHN G. SHEDD 


THOMAS WILLIAMS 


tween the Mexican gold and silver coins. 
Commercial deposits have been accepted in 
silver and certificates issued for the payment 
of custom duties also in silver. The admin- 
istration of the bank and its branches has 
been in the hands of a council appointed by 
the government. On December 31, 1924, the 
Executive of Mexico signed a decree reor- 
ganizing the Comision Monetaria as a stock 
bank with a capital of 15,000,000 pesos, of 
which the government’s share of the capital 
subscription would be 7,650,000 pesos. The 
government’s share was duly subscribed for 
after the enactment of the reorganization 
law, but the sale of the remaining stock of 
7,350,000 pesos to the public was not at- 
tended with success. 

It appears at the present time that the 
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Imagine This Hotel 
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Modern, even metropolitan in ap- 
pointments and service, such a 
hotel brings fame and good will to 
any community. 


Yet, such a hotel is possible in 
even the smaller cities—we’ve 
financed upward to a hundred the 
country over! 


—not only possible, but capable of 
earning a satisfactory income on 
the investment. 


Does your town need more modern 
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our complimentary bankers’ list 
“B-11”—there’s no obligation en- 
tailed. 


The HOCKENBURY SYSTEM Inc. 


HARRISBURG PENNSYLVANIA 


government has abandoned its project to 
reorganize the Comision Monetaria and will 
have that institution merged with the new 
Banco de Mexico. The following statement 
gives the condition of the Comision Mone- 
taria as of June 30, 1925. The large amounts 
of deposits are due to the accumulation of 
funds deposited by the government for the 
establishment of the new bank. 


Assets 
Pesos 
Unpaid capital 7,500,000 
Cash on hand 31,651,840 
27,855,023 
Other credit items 8,304,776 
Other assets 792,584 
41,990,692 


118,094,915 


Liabilities 
Pesos 


Capital paid up ... ........e.eeee 15,000.000 
Reserves 16,903,212 
Other liabilities 6,418,238 
Accounts per contra 41,990,692 


118,094,915 


Since the Comision Monetaria will disap- 
pear after the opening of the Banco de 
Mexico takes place, it is not necessary to 
further discuss its situation and influence in 
the banking structure of Mexico. 


HUS it is seen that the rediscount fa- 
cility of the new bank would be extended 
toa very reduced number of banks with lim- 
ited operations. It is doubtful, besides, that 


J. B. Stirling, president, First Na- 
tional Bank, Jackson; president, Mis- 
sissippt Bankers Association. 


the Mexican banks will avail themselves 
fully of the rediscount facilities of the new 
bank as it is expected the Banco de Mexico 
will be empowered to deal directly with the 
public. In other words, it will be a com- 
petitor in the market. A similar situation 
prevails in Argentina with the Banco de la 
Nacién. If a study is made of the state- 
ment of the condition of the Argentine 
banks it will be seen that an exceedingly 
large and out-of-proportion cash reserve is 
kept by the latter. It seems that many of 
them do not wish to make use of the facil- 
ity of rediscounting in the national bank, 
because their doing so might be taken as 
a sign of weakness clearly evident to the of- 
ficial bank, which, operating as it does in 
every branch of the banking industry, is a 
rival, a competitor to whom it would be im- 
prudent to disclose the secrets of their 
portfolios. 

The second point to consider is that the 
bank will serve as a keystone for the new 
Mexican banking machinery. This point 
deserves no particular discussion. The 
Mexican banks at present in existence are 
few and weak. It is alleged that the new 
bank will participate, through the facility 
of rediscounting, in the operations of the 
present system. This might help to 
strengthen, to a certain extent, the alto- 
gether loose and feeble group of banking 
firms which have been able to weather the 
different political and economic storms dur- 
ing the few years of their existence. 

The opening of the Banco de Mexico is 
not an indication that development of bank- 
ing in Mexico will take place in the near 
future. Banking, to be successful, must be 
established on confidence in economic con- 
ditions prevailing. It cannot be said that 
conditions in Mexico are propitious for the 
opening of new banks. This fact, added to 
the uncertainty which the coming of the 
new government paper issues will have upon 
the situation in general does not seem to in- 
dicate that this second purpose for the es- 
tablishment of the bank will be fulfilled for 
some time to come. 

The third point, that of the bank acting 
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L. Albert Karel, president, State Bank 
of Kewaunee, Kewaunee; president, 
Wisconsin Bankers Association. 


as fiscal agent and official bank, could 
hardly be considered as an inducement—for 
the people to have confidence in the bank. 
The government owns 60 per cent of the 
bank’s capital and five out of the nine di- 
rectors are to be government appointees. 
There could not be any stronger indication 
that the policies and operations of the bank 
will be dictated by the government. Judg- 
ing from the lack of success which attended 
the sale to private investors of the shares of 
‘he Comision Monetaria, when the latter was 
converted into a private bank a few months 
ago, it is hardly expected that the present 
venture will be more successful. The ex- 
tent of the subscription for the 40 per cent 
of the capital intended for the bank and the 
public will be a good barometer to judge the 
confidence prevailing in the new government 
institution. 

The bank providing a net of branches 
throughout the country deserves no particu- 
lar discussion. 


In conclusion, it should be remembered 
that the old Mexican banks of issue have 
not lost their prestige. They are still re- 
garded as the making of a banking system 
in which Mexico may still take special pride. 
It would be logical to assume that a new 
banking organization, based not on an al- 
together new venture, but on the prestige, 
stability, reliability and knowledge of the 
old banks of issue would be a system whose 
operation would have a far better chance of 
success. It is not advocated here that the 
privilege of note issue should be given back 
to the banks, nor that they should work on 
the basis of their old concessions. What is 
advocated is that a bank of rediscount and 
issue, built with a capital subscribed for 
by the old banks of issue and other banks 
in operation, placed in able and _ strong 
private hands, would be to Mexico what the 
Federal Reserve Banks are to the United 
States, the backbone of the economic life 
of the country. 

The disastrous experiences of government 
currency issues are still too fresh in the minds 
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of the people of Mexico and merchants in 
particular. It will be a difficult task to make 
the people of Mexico forget the lesson 
learned during the last fifteen years—the 
government issues without exception have 
been repudiated—the bank issues have de- 
clined in value, due to government interfer- 
ence, but they are still valuable and the 
notes of some of the banks are quoted at 
present as high as 70 per cent. It would 
seem, therefore, that a study of banking 
reorganization in Mexico, based on the set- 
tlement of the government’s debt to the old 
bank of issue and the creation therefrom of 
the capital of a new private central bank of 
rediscount and issue, would be a proper 
way of approaching the subject. 
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of progressive change. The offices may in 
a few years, by reason of not offering the 
latest in ventilation, refrigeration, heating, 
appearance and convenience, cease to be in 
demand. Moreover, office buildings erected 
at the present high costs may have to com- 
pete with buildings later erected at mate- 
rially lower costs. 

A further negative factor is that many 
states limit the real estate assessment which 
may be deducted from the assessed value of 
the bank’s shares. Where the assessed value 
of the building exceeds the limit of the de- 
duction, the bank has to pay double taxation 
on the excess. 


[> 
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AUTOMOBILES 


ICHIGAN is justly famed for her motor vehicles. 
In the most remote corners of the world they provide daily 


transportation. 


While this industry is but thirty years of age in this state, 
last year it reached a total of $2,218,011,702., wholesale value. 


From the beginning, this bank has been an important link 
in the making and marketing of motor vehicles. 
equalled facilities for serving all having banking business in the 


Great Lakes Region. 


FIRST NATIONAL BANK 


DETROIT 


The First National Bank, the Central Savings Bank, and the 
First National Company of Detroit, are under one ownership. 
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over 


$170,000,000 


Even 


It offers un- 


MICHIGAN 


Most of the above arguments against the 
ownership of the office type of building are 
based on an analysis of the physical and in- 
vestment features. It necessarily follows 
that bankers who reject the office building, 
assign only moderate values to the indirect 
gains above enumerated. They hold that 
the inherent nature of a bank’s business— 
safeguarding the funds of its community and 
providing credit facilities—should cause a 


bank to be the last institution to enter ave-_ 


nues not essential to the transaction of 
banking business. The construction and op- 
eration of office buildings is entirely foreign 
to such functions. It is urged that there is 
no more reason why banks should engage in 
the renting of offices than undertakers or 
merchants. 


In employing the bank’s capital in office 
rental space the bank engages in an activity 
in which it enjoys no special advantages; in 
employing money in loan channels, it is con- 
tended that banks enjoy special advantages. 
In the matter of renting offices, banks have 
no special advantages over other owners of 
office buildings. 

A common type of town bank building 
embraces the banking room with one floor 
of offices. One argument for this type of 
building is the small additional cost of the 
office floor. 

Bankers opposed to the building with one 
floor of offices argue that a sufficient ceil- 
ing height to give a good appearance to the 
banking room, makes too high a stair climb 
to the floor of offices. The long stair climb 
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impairs the office floor. Where an office 
building with elevator service is later pro- 
vided, the offices with the long stair climb 
are usually deserted or yield very inferior 
rents. 

An inspection of bank buildings with one 
floor of offices will demonstrate that it is 
difficult to combine a first class banking 
room and an attractive floor of offices. A 
high ceiling is essential to a good banking 
room. It provides better light and ventila- 
tion. It adds dignity and grace. The re- 
quirements for the highest type of banking 
room appearance and one first-class office 
floor cannot be reconciled. If this type of 
building is chosen, consideration should be 
given to a 16-ft. ceiling height, and. then 
by skilful treatment of windows, columns 
and other decorative features, effect a great 
height. 

The stairway requires skilful treatment. 
Its apparent height may be increased or de- 
creased. A straight stairway, unbroken by 
landings or turns, gives the effect of a longer 
climb. Where the stairway ascends from 
the vestibule it is broken by landings and 
turns, and the effect is to lessen the climb. 
Such a stairway also affords an entrance 
to a rental room on the mezzanine floor. It 
has the additional advantage of having the 
traffic to the office floor pass the entrance 
to the bank. 


A Minimum Investment 


ANY bankers of mature experience 

strongly support buildings which pro- 
vide only banking quarters. They urge that 
such a building requires the investment of 
the minimum amount of a bank’s capital and 
surplus in fixed assets. The six-story office 
building, at present building costs, usually 
absorbs all of a bank’s capital and surplus. 
The bank building designed to meet only 
banking requirements, gives much better 
results in utility and appearance. Buildings 
erected exclusively for banking purposes. 
frequently have a 27-ft. ceiling. This is a 
marked advantage to the appearance of ‘the 
banking room. Frequently the one-story 
building is designed to carry additional 
stories in the event conditions should, in the 
future, make office floors attractive. 

Testimony in favor of the exclusive bank 
building in towns, is offered by the Cana- 
dian and California banks. These sources 
offer almost the only views which are sup- 
ported by the operation and ownership -f 
hundreds of branches in towns. They usu- 
ally solve the question in favor of the one- 
story exclusive bank building. 

An officer of a large Canadian bank, 
which operates many branches, recently 
wrote: 

“The type of building that we have adhered to in 
towns of 15,000 to 30,000 population has been 
either one or two-story. 

“We limit our building programme to a one-story 
building except where houses are at a premium, 
in which event we have found it advisable to add 
a second story to provide accommodation for the 
manager and staff. 
“From our knowledge of the situation we are in- 


clined to the opinion that buildings with five or 
six floors of offices in towns do not pay.” 


Another officer of a large Canadian bank 
says: 


“In towns of 15,000 to 30,000 we erect buildings 
of two stories, the upper one being required for 
the accommodation of the unmarried members of 
the staff who, on account of the hundreds of 
branches of this Bank, are frequently moved and 
are therefore seldom local men.” 
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E. L. Rice, vice-president Bank of 

Commerce and Trust Co., Memphis; 

president Tennessee Bankers Associa- 
tion 


Russia’s Program 
(Continued from page 348) 


from abroad. In 1924-25 there was fol- 
lowed a special trade policy. Whereas in 
the two preceding years export surpluses 
were aimed at in order to provide foreign 
bills and gold for stabilizing the currency, 
the Foreign Trade Commissariat in 1924-25 
consciously accepted an import surplus. It 
was decided early in 1924 that while exports 
must be lower than as stated in the program 
the import volume must be maintained. The 
reason was the so-called “wares hunger” 
of the peasantry. The policy of aiming for 
an active trade balance was thus temporarily 
abandoned, and only in the first four months 
of the business year did exports exceed im- 
ports. This enforced change of policy is 
illustrated by the following trade figures for 
the last three years: 


Export or Im- 
Imports Exports port Surplus 
(In Millions of Roubles) 


210 + 23 
522.6 + 80.6 
437.5 —119.5 


1922-23 
1923-24 4 
1924-25 (11 mos.) 557 


“Wares Hunger” 


'— good crops of 1925 have caused a 
reversal towards the old policy. It is 
proposed to attain an export surplus, but, 
as the “wares hunger” continues, not a 
large surplus. Practically all the cash re- 
ceived from exports is to go on purchases 
of foreign goods. “We could easily,” says 
the president of the “Gosplan,” “reap a big 
export surplus by limiting imports to the 
figure of 1924-25. But we do not propose 
to do so. We propose to import liberally.” 
The Foreign Trade Program for 1925-26, 
drawn up on this principle, shows exports 
of 994 million roubles and imports of 972 
million roubles, so that all but twenty-two 
millions of estimated in-takings will be 
spent. Of the total proposed imports 363 
million roubles are to be raw materials, 175 
millions half-manufactured materials, ninety- 


Letters play an important part in the business of every 
bank. Not merely as a means of handling routine cor- 
respondence, but also as builders of prestige, good-will 


and customer confidence. 


Good letters, consistently 


used, pay splendid dividends. 


With this in mind, we offer our Book of Bank Letters. 
Twenty sound, constructive, interesting letters that pro- 


duce results. 


Letters to prospects and to customers. 


Letters on savings, on checking accounts, on trust serv- 
ice, and every type of bank activity. 


Each letter written by an expert. 


The entire group— 


indexed and bound in a neat flexible binder—priced at 
$20.00. Any one is worth the price of them all. 


Sent on approval to executives of banks, upon request. 


INVESTMENT-ADVERTISING- COMPANY 


10 South 
LaSalle St 


four millions “technical equipment wares” 
(for putting factories and transport in or- 
der), and 103 millions “goods for the spe- 
cial needs of the peasantry.” On machinery 
of all kinds the program sanctions imports 
of value of fifty-six million roubles. In 
fact, the whole 972 million roubles will not 
be spent, because orders for about 200 mil- 
lions have already been given. 

Russia’s foreign trade in 1924-25 was ma- 
terially less than half that of 1913; in the 
case of exports, it was only about one-third. 
It has nevertheless recovered considerably. 
In 1913 imports were 1220 million roubles, 
and exports 1421 million roubles. In 1920- 
21 exports fell to the microscopic value of 
ten million roubles. In each of the three 
following years they doubled. In 1925-26 
if the program is fulfilled imports will be 
nearly five-sixths of the pre-war figure. 


CHICAGO 
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Bankers’ Acceptances 
(Continued from page 334) 
interest, sometimes getting as much as 24 
and even 36 per cent a year. In Mexico City 
there are, of course, agencies of a few large 
foreign banks. But they do not make any 
heavy loans to industries in the country, 
confining themselves mostly to exchange, 
and to local business—for which they charge 

10 and 15 per cent. 

“The long-talked-of Mexican Bank of 
Issue was finally opened in September with 
a capital of 100,000,000 pesos. It is the sole 
bank of issue in Mexico, and it has the 
sincerest wishes of everyone for its success. 
But it is, of course, of too recent origin, 
as yet, to afford any relief to the general 
credit situation. 
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Guaranty Trust Company 
of New York 


140 Broadway 


LONDON PARIS BRUSSELS LIVERPOOL HAVRE ANTWERP 


Condensed Statement, September 30, 1925 


RESOURCES 
Cash on Hand, in Federal Reserve Bank and 


Due from Banks and Bankers 
U. S. Government Bonds and Certificates. . 


Loans and Bills Purchased 


Real Estate Bonds and Mortgages 
Items in Transit with Foreign Branches. .. . 
Credits Granted on Acceptances 


Accrued Interest and Accounts Receivable. 


$141,427,448.73 
38,130,278.95 
26,500,240.27 
22,832,297.12 
355,639,756.69 
1,775,650.00 
10,328,218.69 
35,411,670.80 
8,006,771.68 
9,762,753.59 


$649,815,086.52 


LIABILITIES 


Bills Payable 


Accrued Interest, Reserve for Taxes, etc. . 


Acceptances 


Outstanding Treasurer’s Checks 


“It is to the safe, simple and easy ma- 
chinery of the bankers’ acceptances, and that 
well-known legend: ‘This bill was secured 
at the time of acceptance by independent 
warehouse, terminal, or other similar re- 
ceipt, conveying security title to . . . 
and the acceptor will remain secured through- 
out the life of this bill, that we owe so 
much. 


Acceptance Helps Other Lines 


66 HE Federal Reserve Act, giving Amer- 


ican bankers authority to operate on the 
acceptance basis in Mexico, as in other 
foreign countries, has not only brought to 
the banks themselves a large volume of luc- 
rative business, which they could not other- 
wise have obtained, but it has also been of 


$25,000,000.00 
15,000,000.00 
6,229,296.34 


$46,229,296.34 


5,000,000.00 
4,261,797.57 
35,411,670.80 
29,940,665.37 
528,971,656.44 


$649,815,086.52 


enormous aid to the large scale sugar, cot- 
ton and other producers in Mexico. 

“In general, the right which our bankers 
now have by law to accept drafts secured 
by non-perishable commodities in ware- 
houses is without doubt the greatest single 
financial stimulant ever given to large scale 
Mexican agriculture. 

“There are other sugar growers in Mex- 
ico, besides ourselves, who make profitable 
use of acceptances; and, to a large extent, 
the cotton growers in the Laguna district 
are using them. This bears directly on the 
success of all Americans who trade with 
Mexico, because she now ranks _ second 
among all our Latin-American customers in 
the value of her purchases from the United 
States.” 


Walker Scott, vice-president, Virginia 
Trust Co., Richmond; president Vir- 
ginia. Bankers Association. 


New Adaptation 
(Continued from page 346) 


gold value has been adequately buttressed. 
The gold standard law provides that, 

“Any money required for the purpose of ex- 
change operations in connection with the return to 
the gold standard may be raised within two years 
after the passing of this act in such manner as the 
Treasury think fit, and for that purpose they may 
create and issue, either within. or without the 
United Kingdom and either in British or in any 
other currency such securities bearing such rate 
of interest and subject to such conditions as to 
repayment, redemption or otherwise as they think 
fit, and, may guarantee in such manner and on 
such terms and conditions as they think proper 
the payment of interest and principal of any loan 
bel may be raised for such purpose as afore- 
Said, 

In view of the unquestioned gold status of 
the United States dollar the quotation in 
dollars of British exchange is as good an 
index of the gold value of the pound ster- 
ling as can be found. Furthermore, the 
maintenance of sterling value in dollars 
within the limits prescribed by the “gold 
points” will practically be equivalent to the 
maintenance of sterling in gold itself. With 
the expectation of using dollar credits in the 
American market to support sterling, should 
the need for such support arise, the gov- 
ernment contracted for the use of three 
hundred million dollars in New York. 

What the outcome will be cannot be def- 
initely predicted, but the British are shrewd 
financiers, and most observers believe that 
the gold standard will be maintained. At 
this writing gold is moving from England 
to the United States. In the Fall when agri- 
cultural exports from the United States rise 
to their maximum, sterling is normally low. 
One of the complexities that presents itself _ 
arises in connection with prices here. Should 
the American dollar go up and prices cor- 
respondingly go down, then the dollar will 
tend to pull gold along. From the British 
point of view the most favorabe situation 
would be one in which the dollar, and conse- 
quently gold, would go down and American 
prices would go up. But what the develop- 
ments in this connection will be, time alone 
can tell. 


Public Securities 
Undivided Profits .................... 
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W. W. Armstrong, president National 
Copper Bank, Salt Lake City; presi- 
dent Utah Bankers Association. 


The German System 


EFORE the war the German monetary 

system was also substantially like our 
own. Gold was coined, gold coin was in 
circulation, other kinds of money were kept 
at par with gold and there was substantial 
freedom of movement of gold into and out 
of Germany. But what happened to the 
German monetary system during the war 
and particularly during the post-Armistice 
period is, of course, known. From its proud 
eminence of gold parity the mark went 
practically to zero. 


The new German system is based on the 
recommendation of the Dawes Commission. 
It was realized that any payment of repara- 
tions rested on the restoration of German 
economic life and that the central need here 
was stable money. Hence the Commission 
stipulated that reparation payments be col- 
lected in marks and be deposited in the 
Reichsbank, and that the sums so collected 
be transferred to the Allies only under such 
conditions as would not jeopard the position 
of the mark. The mark itself was again 
definitely put on a gold basis. 


The new German system is a sort of a 
composite gold-standard system. The Dawes 
plan provides for the possibility of govern- 
mental coinage of gold but does not actually 
require it. But it definitely requires that all 
subsidiary money be issued through the 
Reichsbank. The purpose of this is to 
prevent any form of inflation. In ob- 
taining subsidiary money for circulation 
the bank will have to pay for it on a gold 
basis. It will not, therefore, purchase more 
than is actually needed. With respect to 
the issue of credit money the Reichsbank is 
practically given a monopoly. The notes 
of the Reichsbank are legal tender “unless 
otherwise specifically provided by contract.” 
It was expected that, as before the war, 
these notes would make up the bulk of the 
«circulating medium. 


It is in connection with the handling of 


‘white. 


Peril 


Snow drifts not only block business 
— they smother it! It has been ob- 
served that the loss in retail sales due 
to a blizzard is never recovered 
through later increases. 


“Caterpillar” Tractors and modern plows keep 
the roads open—this year scores of them will 


be successfully battling the blizzard. 


Another way “Caterpillars” make money by 


saving it! 


CATERPILLAR TRACTOR CO. 


Executive Offices 
San Leandro, California, U.S. A. 


Reduced prices Factories: 
on ‘‘Caterpillar”’ 
Tractors. 
f .0.b. Peoria, Ill. 
10-Ton . . $5950 
5-Ton. . $3650 
_2-Ton . . $1950 
F.o. b. San Lean- 


dro, Cal, 
$5500 


Sixty .. 
Thirty. . $3400 


San Leandro, Calif. 
Stockton, Calif., Peoria, Ill. 


Successor to: 


BEST Tractor Co. turing Company” HOLT 


Offices: 
New York City 
San Francisco 


102-1125 


the legal-tender notes of the Reichsbank 
that the provisions of the new German sys- 
tem are significant. The notes are issued in 
terms of a gold mark and the problem is to 
maintain the paper currency at the gold- 
mark value. 

The Reichsbank is given three options in 
the redemption of its notes. These options 
are as follows: 

a. In gold coin of full legal weight and 
fineness. 

b. In gold bars in denominations of 1000 
to 35,000 gold marks at their gold-coin 
value. 

c. In demand drafts payable in gold or in 
foreign currencies at current market gold- 


values and drawn on balances in solvent 
banks to be specified by the bank’s statutes. 
Attached to this third option is a proviso to 
the effect that the premium above mint par- 
ity charged by the bank for such drafts be 
limited to “the amount necessary to cover 
shipping expenses, including interest for the 
time of transit, on gold bars shipped in sub- 
stantial quantities from Berlin to the for- 
eign financial center on which the draft is 
drawn.” 

Each of these options represents a dif- 
ferent type of gold standard. Under the 
first option if the German government 
adopts free and unlimited coinage of gold 
and if the bank redeems its notes in gold 
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MATURITIES : 


DENOMINATIONS: 


EVERY DOLLAR THAT HAS BECOME DUE ON FIRST MORTGAGE 
BUILDING BONDS SOLD BY US HAS BEEN PAID TO EVERY INVESTOR 


FIRST 


MORTGAGE 
BONDS 


secured by centrally located 
properties in the larger 
cities where maximum in- 
come is assured. 


2% of Normal Federal Income 
Tax Paid When Claimed 


2 to 12 YEARS 


$100, $500, $1000 


Send for Descriptive Literature 
Write for Booklet AJ-220 


AMERICAN BOND & MortcGAcE Co. 


ESTABLISHED 1904 


Detroit Cleveland Philadelphia 


coin and if there be no limitation on free in- 
flow and outflow of gold, Germany 
would have an unrestricted gold  stan- 
dard. If, however, in the absence of 
free and unlimited coinage of gold the 
bank exercised option number two and 
supplied gold in bar form for export pur- 
poses then Germany would have a restricted 
gold-standard system. If, however, the 
bank availed itself of option number three 
and redeemed its notes in foreign drafts 
Germany would have a form of exchange 
standard. It would, however, be an unusual 
form of the exchange standard, because 
the option does not limit the bank to the 
drawing of drafts on a particular country 
which itself maintains an unrestricted and 
direct gold standard. The bank may draw 


INCORPORATED 


AN OLD RESPONSIBLE HOUSE 
Capital and Surplus over $7,000,000 
127 North Dearborn St., Chicago 


345 Madison Ave., New York 


Boston And over 30 other cities 


such drafts on any country as long as these 
are drawn against “balances in solvent 
banks specified by the bank’s stat- 
utes,” and as long as they are drawn at 
“current market gold-values.” Under this 
option the anomalous situation may develop 
that Germany will maintain her own money 
on a gold basis by redeeming it in drafts 
drawn in terms of the depreciated money of 
other countries! 

The gold-value basis is insured by the 
proviso that the drafts be payable in for- 
eign currencies at “current market gold 
values” and that the premium above mint 
parity charged by the bank be limited to 
an amount which a prospective exporter of 
gold would have to assume as a cost if he 
obtained and exported gold itself. Obvious- 


H. W. McPhail, president, Willapa 

Harbor State Bank, Raymond, Wash.; 

president, Washington Bankers As- 
sociation 


ly, if when selling drafts in foreign cur- 
rencies at current gold-values the Reichs- 
bank asked a premium in marks in excess of 
the usual gold shipping charges, there would 
be implied a discount of marks in gold, 
hence depreciation of the mark itself. The 
third option thus envisaged an exchange- 
standard system more complicated than any 
that has yet been formally adopted by any 
other country. 

Both in England and in Germany there 
can be no question about the theoretical 
adequacy of the new monetary arrangements. 
The practical success of these arrangements 
will depend upon the developments of gen- 
eral economic conditions. If industry re- 
vives and trade expands so that the neces- 
sary foreign values can be accumulated both 
pounds sterling and marks will remain firm- 
ly established on a gold basis. 


Fiduciary Conference 
in St. Louis 


N Friday and Saturday, December 11 

and 12, there will be held in St. Louis, 
at the Statler Hotel, an American Bankers 
Association Fiduciary Conference. There 
will be two sessions on Friday, morning and 
afternoon, and one on Saturday morning, 
with a dinner Friday evening. 

The purpose of this conference is to serve 
the needs equally of the three classes of 
institutions now transacting fiduciary busi- 
ness—trust companies, national banks hav- 
ing fiduciary powers, and state banks having 
fiduciary powers. 

The invitations to the conference, signed 
by the President of the American Bankers 
Association and the presidents of the three 
divisions, Trust Company, National Bank 
and State Bank, are intended to bring into 
the conference representatives from these 
three classes of banks. 
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Bankers Seek 
(Continued from page 344) 


York City, which indicated there was a gen- 
eral agreement among the banks of all types 
that the Federal tax burden should be light- 
ened. Judge Paton advocated the abolition 
of the present capital stock tax law and a 
reduction in the flat tax of 12% per cent 
on the net income. Members of the commit- 
tee recalled that Secretary of the Treasury 
Mellon had advocated retention of the same 
taxes on corporation income and had ex- 
pressed the opinion that, if the capital stock 
tax were repealed, the flat normal tax would 
have to be raised. 

The members of the committee stated that 
the limit to which taxes might be reduced 
was about $300,000,000.. The elimination of 
the capital stock tax would wipe out $90,- 
000,000 in revenues, while the reduction of 
the normal corporation income tax to 10 
per cent would cut down the revenues by 
$180,000,000. It was pointed out that these 
two changes would take almost all of the 
margin that Congress had at its disposal in 
lowering taxes and that, if this were done, 
there could be no surtax cutting, the repeal 
of the estate tax or the abolition of other 
taxes. Asked what the position of the As- 
sociation would be under these limitations, 
Judge Paton said that the resolution urging 
the repeal of the Federal estate and gifts 
taxes should be given preference, as this 
action was taken by the general convention, 
while the move to ask for a fitting reduction 
in the corporation income tax had been 
adopted by the Executive Council. 


Taxing Revocable Trusts 


CHANGE in the system of taxing the 
income from a revocable trust was re- 
quested by William H. Baden, assistant trust 
officer of the Washington Loan and Trust 
Company. 

He urged the committee to omit from the 
Revenue Act the present provisions, which 
tax, as part of the net income of the maker 
of a revocable trust, the income from a 
trust that may be distributed or held for the 
future distribution of the grantor; or where 
part of the income is applied to insurance on 
the life of the grantor. 

The resolution, advocating the abolition 
of these two sections, was adopted by the 
Executive Committee of the Trust Company 
Division, which also urged the elimination 
of the publicity section of the income tax 
law. 

Mr. Baden declared that these two sec- 
tions had a tendency to retard the revocable 
trust, which is beneficent in its effects. Dur- 
ing the existence of the trust, he pointed 
out, the creator does not receive any in- 
come from it and therefore should not be 
taxed for the income that he does not re- 
ceive. The person, who actually receives 
the income, should pay the tax on it, he in- 
sisted. The members of the committee said 
that the maker under the present law might 
provide in the trust instrument that the 
beneficiary should pay directly or pay to 
him the amount of the tax on the income 
and that this would meet the objection. 
Chairman Green suggested that the coming 
reduction in the surtax rates would do much 
to remedy the present objections to the tax- 
ing system. 
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FACTS ABOUT THE OLDEST TRUST COMPANY IN CONNECTICUT 


We Give Every Estate 
Individual Personal Attention 


1. We have enough officers to give each Estate 
the necessary personal and continuous in- 


dividual attention. 


2. Theclerical staff and equipment of our Trust 
Department are adequate to keep the accounts 
of each Estate constantly up to the minute. 


And back of all this is our experience—57 years as a Trust De- 
partment and satisfactory settlement of hundreds of estates. 


Meigs H. Whaples 


Chairman, Board of Trustees 


Arthur P. Day 
Vice-Chairman 


Nathan D. Prince 


President 


HARTFORD-CONNECTICUT 
TRUST COMPANY 
OLD STATE HOUSE SQUARE 


“The revocability feature of the trust 
takes effect only if exercised,” Mr. Baden 
said. “Experience shows that it is very 
seldom exercised, and then it is not for the 
purpose of evading the tax, but to make 
sure the donor’s bounty will not be misused. 

“To constitute income within the meaning 
of the constitutional grant of power, the 
Supreme Court has held that it must be re- 
ceived by the taxpayer for his separate bene- 
fit. It is undeniable that the trusts which 
are the subject of this investigation the re- 
cipient of the income is different from the 
creator of the trust. The income of a re- 
vocable trust is the property of the bene- 
ficiary and not of the grantor until such time 
as the trust is actually revoked. The corpus 
of the trust and the income arising from it 
has passed from the grantor, the corpus re- 
posing in the trustee and the income in the 
beneficiary. Therefore, it seems to be un- 
constitutional to tax the grantor for income 
which he does not himself receive and which 
others have received.” 


A Dismal Failure 


HERE is no excuse for the publicity 

section in the Revenue Act, Raymond H. 
Berry, assistant secretary of the Detroit 
Trust Company, said. 

“There are only two reasons I can assign 
for legalizing the Bureau of Internal Reve- 
nue to make public the income tax paid by 
a taxpayer: First, to force delinquents to 
file returns and pay taxes; second, to be the 
means of frightening taxpayers into filing 
more proper returns,” he asserted. “I am 
not certain I have guessed the reason, but I 
am certain that, whatever the reason, the 
justification is a dismal failure. I venture 
the prediction that the revenue collected as 
a result of this provision would not exceed 
$5,000. 

“The section does not furnish information 
for the apprehension of delinquents nor 
cause taxpayers to be more careful in their 
tax returns, but it does entail more work 
and expense to the government. It reduces 
to obsolescence one’s private affairs by legal- 


The Bankers Book 
Of Reference 


Volume XVII of the Ameri- 
can Bankers Association 
Journal is ready for dis- 
tribution. 

It consists of the issues of 
a full year—July, 1924, to 
June, 1925, inclusive, bound 
in book covers and lettered 
in gold. 

This is a book of reference 
which ought to be in every 
bank, and in the private li- 
brary of every banker, for 
with an extensive index in- 
cluding cross references it 
makes available a great fund 
of practical information. 

This treasury of banking 
information, business fact and 
banker opinion has a wide 
range of practical utility for 
it covers the whole range of 
banking. 

Sent postpaid in the United States for $4.00. 


AMERICAN BANKERS 
ASSOCIATION JOURNAL 
110 East 42d Street 
New York City 


izing curiosity seekers snooping into matters 
they cannot obtain otherwise. It permits 
unscrupulous salesmen to take undue advan- 
tage of information. This section has been 
abused by persons seeking divorces, using 
the information in connection with the suit 
for alimony. It is the means of causing 
less respect for laws by the government’s 
legalizing and making public that which for 
centuries has been considered confidential.” 
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The de Maris Paintings 


The originals of the de Maris series 
of paintings on financial subjects, which 
were reproduced in colors in the October 
issue of this magazine, are offered for 
sale at the cost of production. 


The canvasses, 28 x 37 inches in size, 
are appropriately framed and will make 
impressive decorations for a bank lobby, 
president’s office, a board room, a club, 
a university or a library. 


Aside from their merit as works of 
art, the paintings are in a class by them- 
selves in that they represent the only 
serious attempt that has ever been made 
to symbolize in art outstanding events in 


modern financial history. 


The paintings may be seen at the office 


of the JOURNAL. 


American Bankers Association Journal 


110 East 42d Street 
New York City 


Babel, Babble 


(Continued from page 350) 


The total exceeded $1,500,000,006. 

In other words, here was American busi- 
ness seriously preparing to ask Congress 
to spend a dollar for every quarter in its 
pocket. 

Another thing came out in the wash: 
there were only three organizations out 
of more than one hundred that advocated 
any kind of tax reduction to the small tax- 
payer as a prime measure of relief. The 
normal tax wore the dunce cap. The busi- 
ness interests of the United States, all 
a-thirst for the cooling waters, overlooked 
entirely the cash customer in their scramble 
for the fountain. 

Now gentle—or irate—reader, I want 


to ask you a question. Suppose you were 
an ignorant or near-ignorant Congress- 
man. Suppose you really wanted to do 
something fine for American business in the 
way of relieving its tax burdens. Suppose 
you went to American business and asked 
it what you could do. And then suppose 
American business began to shout with one 
hundred voices in a mighty din and discord, 
telling you all about it. 

What would you do? 

And suppose still further—and then I am 
done with supposing—that you were going 
to return to your district next summer and 
go through a sweaty campaign with a rough- 
neck wanting your job, a roughneck who 
would be low enough to plaster your district 
with bulletins telling how you voted on the 
plan to reduce taxes. 


Geo. A. Rogers, president Abilene 
National Bank, Abilene; president 
Kansas Bankers Association. 


Whose taxes would you reduce the most? 

Now that is just exactly what the average 
Congressman is going to do. 

Put it down in the little private book you 
carry in your vest pocket for sacred phone 
numbers and the like, Mr. Business Man, 
Congress is going to cut the little man’s 
taxes first of all. Somehow, when the tax 
bill breaks its cocoon and becomes a legal 
butterfly, it will flit first to the little flower 
garden and not to the greenhouse. And for 
that, put down the reason that you, your- 
self, speaking with the tongues of Babel, 
will have made it so. 

That $5000 personal exemption is going 
through unless there is an earthquake on 
Capitol Hill. You may feel apoplexy com- 
ing on, but the feeling will pass. So, in all 
likelihood, will the $5,000 exemption. So, 
too, will the prospect of a thumping big 
slash in other taxes clear down the line. 


Get the Bookkeeper to Do It 


F you don’t want to figure it out yourself, 

get your bookkeeper to do it for you. 
Any ordinary bookkeeper will do. Give him 
these factors in the equation: 

1. The passage of a $5,000 persgnal ex- 
emption that will lower individual taxes by 
$125,000,000 to $150,000,000 a year. 

2. A fund of not to exceed $350,000,000 
for tax reduction of all kinds. 

3. Proposals to cut the surtax by $150,- 
000,000; to abolish the inheritance tax 
amounting to about $75,000,000; to cut the 
corporation tax by from $180,000,000 to 
$600,000,000; to abolish excise taxes on 
automobiles and accessories amounting to 
about $150,000,000; to eliminate the capital 
stock tax running to about $90,000,000; to 
lift other excise taxes, including the amuse- 
ment’ tax, running to about $250,000,000 
more. 

Tell your bookkeeper to regard items 1 
and 2 as definite and to figure out a way 
whereby everything in item 3 can be ac- 
complished. 

Don’t you see what you’ve done? 
given Congress the task impossible. 


You’ve 
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Safe 8% Bonds 


Representatives Wanted 
Liberal Commissions Paid 


November, 1925 


Setting Up 
(Continued from page 340) 


check and there is no accrued interest to 
calculate or explain to the uninitiated. As 
the certificates are sold, new mortgages are 
assigned until a series is completed; then 
a new series is begun. 

A register is kept of each series, both for 
the certificates and for the mortgages which 
are assigned for their protection. As the 
certificates mature or are paid, which occa- 


sionally occurs, new certificates are issued We endorse each bond, guaranteeing interest and principal, 


in the same series until it is built back to which we collect and pay promptly. Bonds are secured by first 

Pobite mortgages on centrally located office buildings, commercial 
the original amount. When a mortgage property, apartments and hotels in Florida worth twice amount 
which has been assigned to a given series of loan. Many insurance and trust companies purchase our 
is paid, or when a partial payment is made securities. Our company, established several years ago, spe- 
on a mortgage, a new mortgage is substi- cializes in first mortgage loans. Booklet AB gives full 


tuted in that series, always keeping the 
amount of mortgages pledged up to the 
amount of certificates outstanding. The de- 
tail is not very burdensome and the system 
makes it possible to sell certificates as low 
as $100. 

In fact, it is better to have them printed 
up in denominations of even hundreds up to 
$1,000, then in $1,000, $2,000 and $5,000 de- 
nominations, in order that the wants of any 
investor may be quickly supplied. 


PARTICIPATION TRUST CERTIFICATE 
BLANKVILLE SAVINGS BANK 


Blankville 
Maturity 


The BLANKVILLE SAVINGS BANK of 
BLANKVILLE, hereinafter called the Bank, certi- 
fies that the holder of this certificate is entitled 
under the conditions and upon the terms hereinafter 
named to receive 


ONE THOUSAND DOLLARS 


or his pro rata part thereof, from the moneys col- 
lected on account of the principal of certain real 
estate notes purchased for and held in trust by 
the Bank for the equal pro rata benefit of the 
pow of this series of trust certificates as fol- 


°"The Bank has registered and set aside in a group 
designated as the series named above, apart from 
its own assets, real estate mortgage notes of the 
face value of One Hundred Thousand Dollars, bear- 
ing interest at a rate not less than six per cent per 
annum, and maturing not later than three years 
from the date hereof. 

For any of said notes, the Bank shall have the 
right, in the exercise of its sound judgment as 
Trustee, under the same limitations as to interest 
and maturity, to substitute in said trust group 
other real estate mortgage notes of like face value. 

The Bank as trustee will attend to the collec- 
tion of the principal of said notes and the interest 
thereon, and from the interest so collected, will, 
upon the presentation of the appropriate coupon 
attached hereto, pay to the holder of this certifi- 
cate, semi-annually, from the date hereof, his pro 
rata part of the interest so collected; the Bank’s 
compensation for its said services as such trustee 
to be derived from the commission charged by it 
to the makers of such mortgage notes at the time 
of the applications for loans made thereon, or from 
the excess of interest above six per cent per 
annum where such notes may lawfully bear such 
excess of interest. 

Three years from date this certificate shall be 
presented to the Bank for an accounting and for 
the payment of the holder of his pro rata share of 
the principal of said notes so collected. 

The holder of this certificate, or his authorized 
representative, may at any time during banking 
hours examine said notes. 


BLANKVILLE SAVINGS BANK 


President 
Cashier 
The above form may be drawn with or without 
the use of an outside trustee and with or without 
interest coupons. Coupons obviate the necessity of 
sending out checks for interest. 
S the bank is not legally liable for cer- 
tificates of this kind, it is not neces- 
sary to show them as a liability in the 
statement, nor what is more important, is 
it necessary to carry any reserve against 
outstanding issues. In this way, the entire 
amount of funds received for certificates 


particulars. 


Palm Beach Guaranty Company 


Capital and Surplus $1,250,000 
Guaranty Building, West Palm Beach, Florida 


With more re than 380,000 
420,000,000; 
service at- 


with assets 
with every 


43 locations sides 


em; and with extensive 


facilities for pi 


and guidance to 


the new arrival, 


is the ideal bank for 
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Security Trust & SavIncs BANK. 


LOS ANGELES - 
PASADENA 
SANTA MONICA 


may be used in making new loans without 
the necessity of setting aside a part of it 
for reserve funds. Of course, there is al- 
ways a moral responsibility and there will 
always be a certain amount of certificates 
cashed at maturity, and requests made for 
repurchase of certificates before maturity, 
but when the system is properly handled, 
the investors are usually satisfied to renew 
the certificates from time to time and the 
demand for funds on them is negligible. 

It is a good policy always to cash cer- 
tificates before maturity, if desired, with- 
cut question, but naturally the investor can- 
not and does not usually expect the same 
rate of interest on a certificate cashed before 
maturity as if he waits until the contract is 
completed. Usually it is easy to explain to 
him that if the certificate is cashed in be- 


HOLLYWOOD - LONG BEACH 
MONROVIA 


GLENDALE 
BEVERLY HILLS 


fore it is due, it becomes necessary for the 
bank to advance the money out of its own 
funds instead of collecting it from the 
mortgages, and that under those circum- 
stances the investor should not expect more 
than the regular savings rate. This ex- 
planation generally is quite satisfactory, and 
costs the bank no more than if the funds had 
remained on a savings account. 

Banks which have adopted this method of 
giving to depositors a better rate of interest 
than is provided by their savings deposits 
have found it quite successful by reason of 
the fact that the detail of handling it is 
reduced and that no reserves are required 
against the funds. A larger profit is made 
on a much smaller spread with this type 
of business than is realized on savings de- 
posits. 


Neatly every city has one 

Nouttianding Banking Institu- 

| deps tments 
che 


AMERICAN BANKERS ASSOCIATION JOURNAL 


Firrx and Sprinc, Los ANGELES 


Send Your Friends 
to this Bank 


Letters of Introduction receive 
the utmost care and attention 
President J. Dasney Day 


Vice-Presidents V-Pres.Comptroller 
E. T. PetricRew Vat. J. Grunp 


J. “a Cashier 
J. Row F. R. Atvorp 


Gro. W. WALKER 

H. D. Ivey Asst. V-Presidents 

L. O. Ivey H. C. Vocetsane 
C. A. Rupe 


Joun BursAw 
FrankC.Mortmer S. Parsons 


FIFTH AND SPRING 


CITIZENS 


ATIONAL BANK 


LOS ANGELES 


Established 1914 


EDUCATIONAL THRIFT 
SERVICE, INC. 


School Savings 
Exclusively 


Supreme 


Woolworth Building 
New York 
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The new American Telephone and Telegraph Company building in New York City 


Old Markets and New 


i. most remarkable thing about the 
picture shown on this page is that the 
photographer has inadvertently given us a 
striking illustration of the difference be- 
tween old markets and new markets—the 
difference between old methods and modern 
methods in distribution. 

One of the most famous markets in the 
world is the Old Washington Market in 
lower New York, the low dark building in 
the right foreground of the picture to which 
New York housewives of a generation ago 
were wont to wend their ways for their 
morning shopping. 

It still is an important market, a place 
of interest and a really busy mart for food 
supplies. But consider the new market which 
has risen up beside it! The new building of 
the American Telephone and Telegraph Com- 
pany—for the telephone switch board, in 
fact as well as in fancy—is the greatest 
market of the world, and the busy agency of 


distribution as well as of the all-powerful 
instrument for the transmission of intelli- 
gence. The old style market, however big 
its business may be, serves comparatively 
few and even with the adjunct of automo- 
biles, telephones and motor trucks, neces- 
sarily has a restricted area of distribution 
whereas the area or range of the telephone 
as a market place is illimitable. 


Income from Foreign Investments 


American investments abroad continue to 
increase. As an indication of the amount of 
this investment, the Treasury Department 
gives statistics showing that income of $117,- 
686,111 was reported for 1922° by American 
citizens and corporations from sources in 
foreign countries. The data relative to in- 
dividuals represents only the information 
contained in returns reporting net income of 
$5,000 and over. 
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Who Will Dominate 
(Continued from page 322) 


more than 65,000 employees. The Jones 
Brothers Tea Company, another chain of 
groceries, makes about half the goods it 
sells, and maintains a staff of peripatetic 
salesmen, whom it supplies with commodi- 
ties. 

The United Drug Company, with 300 
shops in this country, and with control of 
another corporation operating 700 in the 
British Isles, represents a merger, as does 
the Jones Company. The United Cigar 
stores have nearly 3000 shops and agencies, 
about equally divided. The agencies are 
in small towns where the trade does not 
seem to justify a separate establishment. 
A. Schulte, a competitor in the tobacco 
trade, although he has fewer shops, has in- 
creased his sales by more than 150 per cent 
in the last four years. Some of the chain 
systems boast an increase of hundreds of 
per cent in the last half dozen years. 

The Woolworth, Kresge, Kress and Mc- 
Crory five-and-ten-cent stores lead their 
field. There are candy, restaurant, shoe and 
clothing chains. There is even a chain of 
shops which handle nuts only. Department 
of Commerce reports reveal that the chain 
systems are going ahead faster than either 
of their competitors, the department stores 
or the mail order houses. The number of 
chain units increases by about one-fifth a 
year, and the sales by about one-sixth in the 
corresponding period. In the face of such 
growth other small units must give ground. 

Mostly it will be the weak independent 
dealer who will give ground; but the de- 
partment stores realize the disadvantage they 
suffer in this: that the volume of their pur- 
chasing must be split up between many de- 
partments—sometimes as many as 100—as 
against the chain specialty store which con- 
centrates within a narrow field. This is 
one explanation of department store con- 
solidations, which help to overcome the 
handicap. 

About half the chain stores deal in gro- 
ceries, despite the fact that in this field they 
have met the greatest opposition; and many 
department stores do not handle groceries, 
so that the competition between the big fel- 
lows is not so keen. The main contest here 
is between the chain unit and the indepen- 
dent dealer; with the department store as 
an added starter if it has a grocery depart- 
ment. 
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Notable Success in Staples 


HAIN systems have achieved their not- 

able successes so far in staple commodi- 
ties for which there is a steady demand, 
making possible a quick turnover at small 
profits. It is difficult to fancy that the time 
is coming when there will be chain systems 
for the sale of automobiles of various 
brands, for instance, or chain systems for 
Irish lace. It is true that automobile manu- 
facturers establish selling agencies, but 
these have not the nature of the chain sys- 


You Want 
To Preserve 
Your Journals 


But you cannot con- 
veniently do it unless 
you have a binder. 


HE Journal! sells an 

especially made and 
lettered binder which will 
hold twelve numbers. 


Order a binder today, 
keep your Journals in it 
and you will find that you 
are building up a helpful 
book of reference. 


Sent postpaid to any part 
of the United States for 
$2.00. 
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New York City 


tem. They resemble rather a licensing sys- 
tem, and the capital is supplied by the local 
dealer. 

There is, to be sure, a chain system which 
began under a partnership plan which 
achieved spectacular success. This is the 
Penney stores, founded by J. C. Penney 
twenty-odd years ago after an initial suc- 
cess as a dealer in shoes, clothes and dry 
goods out in Wyoming. His plan was to 
take into partnership with himself individu- 
als in other towns, and supply them through 
a central purchasing agency. When he in- 
corporated in 1912 he had a string of thirty- 
four such partnerships; now he has more 
than 600, and they are doing a business of 
seventy-five millions a year. Last year the 
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Mediterranean 


Egypt—Palestine 
Madeira, Spain, Gibraltar, 
Algiers, Tunis, Constantinople, 
Greece, Italy, Sicily, Riviera, 
Monte Carlo, France, England 


By Chartered Magnificent 
ew 20,000-ton Oil-Burning 


Cunard 


S. S. “SCYTHIA” 


Sailing January 26—67 days 
Limited to 400 Guests 
(Less than Half Capacity) 
The Cruise of the “Scythia” to 
the Mediterranean has become 
an annual classic. In every re- 
spect it is unsurpassed. Pre- 
arranged shore excursions at 
every port included in the rate. 
Finest hotels and the best of 
everything. Unusually long stay, 
at the height of the season, in 

Egypt and Palestine. 

Stop-over privilege in Europe 
without extra cost, returning via 
S. S. “Aquitania,” Mauretania.” 
“Berengaria” or any Cunard 
Line steamer. 


Also 
EUROPEAN 


TOURS 


Independent or with Escort— 
Frequent Departures 


Rates, deck plans, itinerary and 
full information on request. 
Prompt reservation advisable. 


FRANK TOURIST CO. 
(Est. 1875) 
245 Fifth Avenue, New York 
1529 Locust St., Philadelphia 
582 Market St., San Francisco 


At Bank of America, Los Angeles 
Paris Cairo London 


net income was four and a halt millions, an 
increase in five years of 540 per cent. 

Facts such as these interlard the history 
of the chain store movement. But in the 
crowded lower end of Manhattan Island is 
a concrete fact even more impressive, be- 
cause it is visible. It towers nearly 800 
feet in air, and is an eloquent monument to 
the success of this departure in American 
commerce. Its beauty makes it a magnet 
not only for tourists but a thing of contin- 
uing pleasure to New Yorkers themselves. 
The Woolworth Building, lifting its seem- 
ingly lace-like tower into the air, testifies 
better than can dry statistics to the power 
and profits of the nickels and dimes spent 
over retail counters. 
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The Check for the 


first time becomes 
a business builder 


The unique feature in a new type check 
is increasing deposits. An educational 
campaign to 20,000,000 people each 
month places a new value on checking 
service. See how both may serve you. 


VER one-third of all the banks in America are 
turning into profit what has always been an 
item of loss . .. the check. A new idea now 
makes this possible. A unique feature protects 
this new type check against fraudulent alteration 
and exposes instantly any change with acid, knife 
or eraser. 
Present depositors appreciate this increased pro- 
tection. New customers are secured because of it. 


A national campaign on 
banking service 

Each month. 20,000,000 people are told of the 
protection offered by this new check—the Super- 
Safety Bank Check. And, in addition, they are 
shown the dollars and cents value of checking ser- 
vice. How in 8 ways a checking account makes 
money go farther. Why a service charge on small 
accounts is justified. 

So that you may receive in your locality the 
greatest possible benefit from this national cam- 
paign, we offer you without charge a very remark- 
able plan. A complete year around advertising 
service for you to use locally over your own name. 


In your community this plan 
benefits you 
It includes many business-building plans which 
have been tested and proved profitable by leading 
banks. Many new ideas help you increase deposits. 


Let us show you this plan more fully. How it 
will help your own bank. Write immediately to 


BANKERS SUPPLY CO., Division 


THE TODD COMPANY 
5950 So. State St. 
Business-Building Merchandise for Banks 


New York Rochester CHICAGO Denver Dallas 


Super-Safety Bank Checks protect depositors against check 
fraud. They are made of the safest check paper 
supplied by any bank. 


BIG BUSINESS OPPORTUNITY 


About $5,000 annual income on_ each 
$1,000 invested. Responsible Company offers 
new exclusive advertising proposition hav- 
ing unlimited possibilities. Opens a 
new and necessary field. Assures ad- 
vertising at the selling point. PROTECTED 
TERRITORY. Experience unnecessary. 


National Kei-Lac Co., 1858 Locust St., St. Louis, Mo. 


Bank Loans 
(Continued from page 312) 


the things needed and the means of financing 
the purchases tend to increase the volume of 
sales—and quite naturally the store wants to 
profit from these circumstances. 

“The strong points of the plan are these,” 
Mr. Bean continued. “Customers can buy 
goods in the store at cash prices plus 6 per 


J. E. McCarten, president, National 
Bank of Newport; president, Vermont 
Bankers Association. 


cent per annum and have the privilege of 
paying for them in twenty-five or fifty 
weekly installments. This is a great saving 
over prices that they would have to pay to 
the so-called installment houses. 

“The store gets its money at 2 per cent 
—certainly much cheaper than it could get 
the money at in any other way. 

“The bank conducts the whole operation 
at a substantial profit. It makes approxi- 
mately 20 per cent on twenty-five-week ac- 
ceptances and 16 per cent on fifty-week ac- 
ceptances, due to the fact that the payments 
are made weekly and that the 2 per cent, 
which the store pays us, applies the same 
whether the acceptance is for the shorter or 
longer term. 

“Tt will be readily seen therefore that the 
customer’s advantage is buying goods at 
cash prices and paying only 6 per cent in- 
terest. The store’s advantage is that it gets 
its money at 2 per cent and the bank’s ad- 
vantage is that it gets a good rate of in- 
terest.” 


Safeguarding Credit 


HE department store observes the usual 

rules in seeing that only those customers, 
who are entitled to credit, are permitted to 
buy merchandise under this plan. Its credit 
department passes on all applicants and thus 
seeks to keep the risk of loss as low as 
possible. The bank takes no chances, how- 
ever, for the store guarantees the payment 
of the trade acceptances. 

“The arrangement is,” Mr. Bean ex- 
plained, “that where any customer has failed 
to make payments for eight successive 
weeks, the account is charged back to the 
store and returned to it to take such steps 
as the officials see fit. 

“The psychology of the situation that 
people will make their payments more 
promptly to a bank than they will to a store 
has been borne out thus far. While our 
experience has been only for a short time, 
we have looked over 93 accounts turned over 
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Kirt L. Hart, Vice-president, South Ari- 
sona Bank & Trust Company, Tucson; 
president, Arizona Bankers Association 


to us by the store and, out of that number, 
we find only three delinquencies. This is a 
very much better record than that of any 
collection department in a store. 

“On August 1, our bank started an In- 
dustrial Loan Department, making loans to 
people of good reputation, who are em- 
ployed and who can furnish two endorsers 
with the same qualifications. The arrange- 
ment with the department store is run in 
connection with this department of the 
bank. So far as we know, this is the first 
commercial bank which has put in a de- 
partment of this kind and from our ex- 
perience, so far, we find that it is work- 
ing very satisfactorily. 

“The loan companies in Louisville of the 
type that make small loans charge interest 
at the rate of from 16 to 150 per cent per 
year and, quite naturally, the employed 
people are resentful of the high rates and 
suspicious of these money lenders. In our 
advertisements, we tell them that our dis- 
count is 8 per cent and this inspires con- 
fidence. 

“We expect to develop some business for 
the bank through the operation of the in- 
dustrial loan department. When a man 
pays off his loan, we shall endeavor to 
get him to continue to set aside in a sav- 
ings account the amount of the weekly or 
monthly installment that he has been meet- 
ing. 

“While the average customer of a de- 
partment store, who has been accustomed to 
buying merchandise on a charge account, 
may not be appreciative of the fact that the 
merchant must make provision in fixing the 
price of articles to be sold to cover the cost 
of the credit extended, it is generally under- 
stood that the prices of installment houses 
for similar articles are higher than those of 
cash houses. The department store, of 
course, wants to establish the fact that the 
people are buying at cash prices, although 
they can pay the bank in installments and 
that this fortuitous circumstance is made 
possible through the new plan.” 
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D. H. Lightner, cashier, Citizens 
Trust & Savings Bank, Aberdeen; 
president, South Dakota Bankers 
Association 


Florida Bankers 
(Continued from page 316) 


answer must be somewhat like that of the 
Swedish lineman selling stock in the central 
station company that employed him. He 
told purchasers that whenever they doubted, 
to turn on the electric light in their own 
homes. “If she shines,” he said, “she’s 
safe.” So long as Florida grows, she’s safe. 

There’s nothing mysterious about invest- 
ing in Florida land or gaging the worth of 
such investments. Real estate was the 
first great industry here, and in consequence 
is about the best organized. Real estate 
brokers and salesmen are required to take 
out state licenses, and in many communities 
county and municipal licenses as well. The 
license system involves certain requirements 
of ability, honesty and the like, and real es- 
tate organizations exercise a further super- 
vision over their members. So any question 
of real estate can be submitted to men on 
the ground by simply addressing real estate 
boards in the particular community. Any 
Florida banker will be glad to help outsiders 
make connections with established, respon- 
sible, expert realty men, either for invest- 
ment, sale or counsel. Though much of the 
present dealing is frankly speculative, 
Floridians confidently anticipate the time 
when property will stabilize. Where prices 
have been pushed too high, they will shrink 
when the bona fide owner finally appears, and 
reduces things to an actual earning basis. 
Already there have been significant setbacks 
here and there, which show that the gentle- 
man with pad and pencil, figuring actual 
earning power, is quietly on the job. And 
real estate men, individually and through 
their local boards, are constantly seeking to 
eliminate the wild speculator who would 
trade in land as though it were curb stocks. 

To sum up, Florida’s boom brought al- 
most unprecedented banking problems, which 
have been met. 
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Liked the Convention 


é¢J WAS surprised in the men and women 

who attended the American Bankers 
Association meeting in Atlantic City,” says 
W. H. Johnson, president of the Arkansas 
Bankers Association in a statement in the 
Arkansas Banker. “They averaged higher 
both in ability and character than I expected. 
I have never seen a finer group. It was 
evident that they were persons of high pur- 
poses, imbued with the spirit of service and 
devoted to their work. They were in earn- 
est, attended the sessions well and paid com- 
paratively little attention to the outside at- 
tractions of Atlantic City. 

“T was deeply impressed with the opening 
exercises of the first general session when it 
seemed that everyone in that great audience 
of 4000 joined in repeating the Lord’s 
Prayer and in the singing of America. 

“The most striking incident of the Con- 
vention to me was the escorting to the plat- 
form and the introduction of Mr. George 
F. Baker of New York, one of the greatest 
living bankers who not long since celebrated 
his 80th birthday and who was one of the 
founders of the Association fifty years ago. 
Through all the years he has kept his in- 
terest and was present to show it. 

“The Convention was full of the simple 
wisdom, kindly spirit and high purposes of 
President Wm. E. Knox and it was per- 
haps due to this that the Golden Anniversary 
was not celebrated with a hullabaloo but 
with the sane and practical work of raising 
half a million dollars with which to estab- 
lsh a Foundation for the teaching of Eco- 
nomics to deserving men and women.” 
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The Notes of this Corporation are regard- 
ed by a nation-wide banking clientele as 
appropriate and attractive investment for 
short term funds. They may be obtained 
under customary option in varying ma- 
turities between 2 and 12 months. Com- 
plete information available on request to 
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At Christmas Time 


The Employer Gives a 
Special Thought to 
His Helpers 


There is no finer recognition of 
the loyalty and good will of em- 
ployees than Group Life Insurance 
protection for their dependents, 
obtained through the instrumen- 
tality of the employer. 


Over 9000 employers the 
United States have taken _ this 
means of protecting some 3,000- 
000 employees under a single con- 
tract. No physical examination 
required. Policies range from 
$500 to $10,000, according to the 


position occupied and plan adopt- 
ed by the employers. All are 
covered, and the protective bene- 
fits of the permanent and total 


disability clause are additional 


features. 


GROUP INSURANCE has proved 
its value to those who have 
adopted it, as is shown by the 
large and increasing Group In- 
surance Families .in progressive 
management throughout the world. 


Our booklet on “Group Life 
Insurance,” a valuable bro- 
chure for any executive, 
gladly mailed upon request. 
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Bankers Bill 


(Continued from page 330) 


tificate or bill market may be withdrawn at 
any time by the sale of the certificate or bill 
to a dealer, or under certain conditions a 
Federal Reserve bank. Both the certificate 
and bill markets are “two-way” markets in 
the sense that certificates and bills can be 
sold to the market as well as bought. This 
is in contrast with commercial paper, which 
must be held until maturity, unless it is re- 
discounted at a Reserve Bank. The call 
money market is in effect a “two-way” mar- 
ket because funds placed in it can usually be 
withdrawn readily, but call loans cannot be 
rediscounted with or sold to the Reserve 
banks. 

Certificates and bills carry low rates be- 


cause of their practically complete security. 


and liquidity. They have proved acceptable 
purchases for those who have funds to em- 
ploy for limited or uncertain periods and 
wish the maximum safety and availability. 

Some time ago an inquiry was made by 
the New York Reserve Bank to ascertain 
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just who the buyers of acceptances were 
other than such well-known buyers as city 
and country banks, savings banks, and in- 
surance companies. Among the buyers men- 
tioned by discount houses were the fol- 
lowing: 

Salt, iron and petroleum companies in Cali- 
fornia. 

4 creamery and a telephone company in Colo- 
rado. 

A hospital and various manufacturing plants in 
Connecticut. 

Cotton mills in Georgia. 

Many concerns in Illinois, ranging from pub- 
lishing houses to manufacturers of screen doors. 

A lumber mill in Indiana. 

Elevators and milling companies in Kansas. 

Manufacturing concerns and municipal finance 
boards in Maine. 

An athletic club in Maryland. 

A linseed company in Minnesota. . 

Coke and chemical concerns in Missouri. 
— laundrymen and a boys’ club in New 

ork. 

A varied range of buyers from steel companies 
to sanitariums in North Carolina. 

. coal miners’ mutual association in Pennsyl- 
vania. 

A Utah candy company. 

Texas cotton companies. 

A feed store in West Virginia. 

A dairy farm in Wisconsin. 

Also, scattered throughout the country, trustees 
of Protestant churches, Bishops of Roman Catholic 
dioceses, the Salvation Army, colleges large and 
small, lodges of Elks and other fraternal and wel- 
fare organizations. 


Also, besides the very large purchases of bills 
by foreign governments and by foreign banks havy- 
ing branches in this country, many foreign banks 
in cities as widely separated as Constantinople and 
Tokio, as well as many individuals in England, 
Switzerland, Holland and other foreign countries, 


Place of the Reserve Banks 


HE list of buyers of bills is not com- 

plete without including the Federal Re- 
serve Banks, for these banks usually hold 
considerable portfolios of bills and at cer- 
tain times in the past have held as much 
as half of the bills outstanding in this coun- 
try. The method by which these large hold- 
ing are acquired and the results of their pur- 
chase constitute a little understood but most 
interesting phase of present day money mar- 
ket operations. 

About one-third of the bills purchased by 
the Reserve Banks are purchased from 
houses which deal in bills, and about two- 
thirds are purchased from banks. Suppose 
we deal with the one-third first, because that 
third makes possible the continued existence 
of a bill market. 

The bill market could not exist without 
the Federal Reserve Banks, just as the bill 
market in London could not exist without 
the Bank of England. The bill market is 
dependent upon the existence of dealers who 
carry an assortment of bills on their shelves 
ready to sell, just as a grocery store carries 
groceries. But bills are expensive commod- 
ities to keep on one’s shelves. Ordinary 
capital funds cannot be invested largely in 
securities which yield 3 or 4 per cent; the 
bill dealer to carry his stock in trade re- 
quires a constant supply of money at low 
rates. The practice is for the dealer to 
borrow from day to day in the money mar- 
ket the money with which he carries his 
stock. But there are always times in the 
money market when money is not available 
at low rates and at these times the bill 
dealer needs some place of refuge where 
he may obtain funds to tide him over the 
temporary period of stringency. The Fed- 
eral Reserve Banks furnish that place, for 
they always stand ready to buy bankers ac- 
ceptances at their current buying rates. The 
practice of the Reserve Banks in this re- 
gard is similar to the practice of the Bank 
of England, which always stands ready to 
buy bills from the London bill dealers at 
its current discount rate. 

The remaining two-thirds of the bills held 
by the Reserve Banks are purchased from 
banks, and here again the initiative is taken 
by the sellers. The Reserve Banks always 
stand ready to buy bills at their current 
buying rates, but do not go into the market 
seeking bills to purchase. 

The sale of bills to the Reserve Banks is 
a convenient way for banks to adjust their 
reserve positions. If a bank has been losing 
funds through currency withdrawals, out- 
of-town transfers, or any other withdrawal 
of deposits, it may quickly restore its re- 
serve position by selling bills to its Reserve 
Bank. It thus secures reserve funds with- 
out appearing in its statement as a direct 
borrower of the Reserve Bank. Many 
banks keep portfolios of bills primarily be- 
cause they offer so convenient a means for 
adjusting their reserve position. It is 
through transactions of these sorts that the 
bill portfolios of the Reserve Banks are 
built up. 

The Reserve Banks as a rule only buy 
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bills after they have been held for some 
weeks by banks or other investors. The 
maturity of the bill holdings is reported 
each week in the press statement. The re- 
port for October 14 shows, for example, the 
following figures for the amounts maturing 


within specified numbers of days: 
Bills maturing within 15 days $93,000,000 
Bills maturing in 16 to 30 days 
Bills maturing in 31 to 60 days 
Bills maturing in 61 to 90 days 
Bills maturing in 91 days to 6 months 
Bills maturing in over 6 months 


64,000,000 
13,000,000 


Total holdings $287,000,000 


The portfolio of bills held by the Reserve 
Banks is thus made up largely of short 
bills, even at this time of year when many 
bills are coming into the market and matur- 
ities tend to be long. About $5,000,000 to 
$8,000,000 of bills mature each day, and the 
whole portfolio turns over rapidly. 


Results to Money Market 


HEN the establishment of a discount 

market in this country was discussed 
prior to the passage of the Federal Reserve 
Act, the conveniences which such a market 
might offer to trade and to the investor were 
emphasized. But even greater emphasis was 
laid on the reforms in the money market 
which a discount market might be expected 
to bring about. The hope was expressed 
by some that the development of a discount 
market might reduce the flow of liquid funds 
into the stock exchange money market and 
diminish the extent of speculative activity. 
No such spectacular development has taken 
place. The bill market has grown up be- 
side the call market without revolutionizing 
its character. Rates for stock exchange 
money are somewhat steadier than they were 
and the supply of funds is less volatile, but 
the market continues to be the largest field 
for the employment of surplus funds. 

It is easy to conceive that gradual changes 
in practice and larger experience with the 
bill market may in time lead to a much 
larger flow of funds into that market as 
compared with the stock exchange money 
market, but for the present at least the 
principal changes in the money market, 
which may be ascribed to the influence of 
the bill market are in other directions. Two 
important consequences of the presence of 
the discount market may be mentioned 
briefly. 

In the first place the bill market provides 
a convenient medium by means of which ad- 
ditional Federal Reserve credit may be ob- 
tained readily in time of need and returned 
when the need is passed. If the money mar- 
ket incurs a heavy loss of funds and rates 
move up, the bill dealers and banks prompt- 
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ly sell bills to the Reserve Banks and Re- 
serve Bank credit is thus drawn into the 
market and eases the strain. As soon as the 
situation is easy again the dealers repurchase 
bills from the Reserve Banks and the port- 
folios of the Reserve Banks decline as ma- 
turities each day exceed new offerings. 

The way in which the bill holdings of 
the Reserve Banks respond to changing 
trade and credit conditions is illustrated by 
diagram 5, which shows the System’s hold- 
ings of bills at the end of each month. Every 
fall when trade calls for the largest use 
of credit and currency, the amount of bills 
in the market increases and bill holdings of 
the Reserve Banks tend to increase. After 
the turn of the year they decrease. In pe- 
riods of easy money, as in the summer of 
1924, they are small and in periods of firmer 
money, as at present, they increase. Through 
the bill market Federal Reserve funds flow 
into the market or out of it without the 
pressure on the market which is involved 
in direct borrowing by member banks. The 
bill market is thus an important influence 
toward more stable credit conditions. 

A second contribution which the bill mar- 
ket has made to the general money market 
is its encouragement of a freer flow of 
funds and closer relations between this 
country and foreign money centers. For- 
eign bankers are accustomed to buying bills. 
The introduction of the bill market here 
has made our market a more attractive place 
for foreign bankers to employ balances. In 
the past few years there have been large 
amounts of foreign money in this country 
invested in bills, and these funds have thus 
been available for the use of American trade 
at low rates. Similarly, our own banks 
are becoming accustomed to buying bills and 
are more ready than formerly to employ 
their funds in the purchase of bills in for- 
eign centers when money is easy at home. 
The presence of the bill market thus im- 
proves the mechanism for the free move- 
ment of funds between our own and other 
countries. By this means some of the bar- 
riers of international financial communica- 
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Having almost no upkeep ex- 
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depreciation, Jackson Windows 
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tion are broken down and as a consequence 
artificial conditions in any market tend to be 
rectified more readily by the movement of 
funds backward or forward. 

Furthermore, the use of dollar bills in 
financing trade with all nations has built up 
a market for dollar exchange in all foreign 
centers and has vastly increased the con- 
tacts between our own and foreign banks. 
It has brought to our banks a whole range 
of new business. It has done more than any 
other single change in practice to make our 
money market international in scope. 


The Outlook 


(Continued from page 338) 


I do not mean to convey the idea that 
the price level is a mere matter of con- 
venience, or popularity. It is determined 
by economic forces, and they are never de- 
fective. They may, however, work along 
alternative lines. The essential economic 
condition is that the equilibrium in industry 
and in price-relations is restored, but ap- 
parently this is now in the way of being ac- 
complished at about the present price level. 

The expansion of credit which has taken 
place in this country since the deflation of 
1920-22 has been the natural result of the 
increase in gold reserves and of the busi- 
ness recovery which has taken place since 
then. The low point since 1920 of loans, 
discounts and investments held by report- 
ing member banks of the Federal Reserve 
System was touched on March 9, 1922, at 
$14,519,000,000. On September 30, 1925, the 
corresponding figure was $19,272,000,000, 
showing an increase of approximately $,- 
750,000,000. This is a large increase, but 
of this new credit $1,816,000,000, or over 32 
per cent, was used by the banks for the pur- 
chase of securities on their own account. 
The explanation of this is that the credit 
resources of these member banks are 1n ex- 
cess of the present commercial needs of the 
country, and the banks are temporarily em- 
ploying the excess in this manner. As the 


387 
500 
400 
200 
100 
al } 


AMERICAN BANKERS ASSOCIATION JOURNAL November, 1925 


it has been in order that the prices of both 
bonds and stocks should advance. 

Moreover, since it was in order for such 
advances to occur, it was inevitable that 
there should be speculation for the rise and 
we have been having it, particularly in 
stocks. This borrowing for the purpose of 
buying stocks and bonds undoubtedly has 
been an important factor in the rise. 

There always is danger that such a move- 
ment may be carried too far, but I am not 
going to discuss the stock market, except 
to state that I do not think its activities 
seriously involved the banking or business 
situation. 

The total increase in “all other loans” of 
these banks, including commercial loans 
and unsecured loans of every kind, since 
March, 1922, has been about $1,000,000,000, 
and nearly all of this increase occurred in 
1922 and 1923. The total of this class of 
loans on October 17, 1923, was $8,296,000,- 
000, on November 12, 1925, was $8,426,000,- 
000, and on September 30, 1925, the latest 
date for which figures are available was 


$8,361,000,000. 


HE obligations of this institution are selected as appro- 

priate and sound mediums for short term investment by 
alarge banking clientele. They may be obtained in convenient 
denominations and suitable maturities. 


Full information may be secured through usual banking 
channels, or by addressing Financial Sales Department, at 
any of our offices. 


GENERAL MOTORS 
ACCEPTANCE CORPORATION 


. Executive Offices: 
224 West 57th Street, New York City 
Branch Offices: 


Kansas City 
Los Angeles 
Memphis 
Minneapolis 
New York 
Omaha 


Philadelphia 
Pittsburgh 
Portland, Ore. 
St. Louis 

San Francisco 
Washington 


Cleveland 
Dallas 
Dayton 


Atlanta 
Boston 
Buffalo 
Charlotte 
Chicago Denver 
Cincinnati Detroit 


London, England 


Caldwell & Co. 


INVESTMENT BANKERS 


Southern Municipal, Corporation and 
First Mortgage Bonds 


1201 Union Street 
Nashville Tennessee 
New York 


Cincinnati 
Knoxville 


Chattanooga 
New Orleans 
Birmingham 


Chicago 
St. Louis 
Detroit 


Southern Municipals 
Bought — Sold — Quoted 


Liberal concessions to banker 


Orders executed on 


New York and Chicago 
Stock Exchanges 


Private wires to New York and Chicago 


A leading authority on all forms 
of investments throughout the South 


commercial needs increase the banks may 
be expected to gradually reduce these hold- 
ings and employ this credit in the regular 
banking field. 

Since the beginning of 1922, the increase 
in loans secured by stocks and bonds (in- 
cluding government obligations) has been 
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$1,940,000,000. Bonds and stocks were de- 
pressed in value during the war by the 
enormous offerings of government obliga- 
tions. With the government no longer bor- 
rowing and now making payments upon its 
debt, and with the accumlation of new 
capital and improved conditions in business, 


The point is, that aside from loans made 
on stocks and bonds, the net increase in the 
volume of bank credit outstanding over the 
last two years has been very small. 


The Price Situation 


OMMODITY prices average about the 

same now as two years ago, and the 
increase over a year ago is almost wholly 
in farm products, in which case it is signifi- 
cant of increased stability in the business 
situation. The commodity situation is prac- 
tically free from price inflation, reckoning 
prices with relation to production costs. 
Business policies have been cautious over so 
long a time that inventories as a rule are 
comparatively low, and thete is reason to 
believe that the regular turnover of trade 
is being handled with a smaller amount of 
bank credit in proportion to the volume 
of business than at any time heretofore. 
The outstanding volume of commercial 
paper is relatively small, and regular lines 
of credit as a rule are not filled. Interest 
rates are very low as compared with those 
which have characterized all boom periods, 
and even below normal for times of the 
present trade activity. In short, the general 
industrial and trade situation shows none of 
the signs of a culminating period of expan- 
sion. 

On the contrary, the signs are more like 
those of an incipient period of inflation. 
There is speculation in the stock market 
and in city and suburban real estate in many 
localities, and there are other indications 
of the influence of easy money around the 
edges of the main business situation, but 
conservative sentiment still rules in regular 
trade and manufacturing circles. 

In banking circles abroad surprise has 
been constantly manifested over the last 
two years that the entire commodity price- 
level in this country did not rise as a result 
of the great increase of our bank reserves. 
They have calculated upon it confidently, 
and their reasoning in the main undoubtedly 
has been correct, but they have not under- 
stood certain factors in the situation. They 
have not understood that the gold imports 
from 1920 to the beginning of 1924 were 
chiefly used to pay off rediscounts at the 
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Federal Reserve banks, hence contributed 
little to credit expansion, and they have not 
understood the conservative attitude of the 
business public since 1920. The average 
business man has been trying to operate as 
closely as possible within his own capital. 
The influence of gold importations has not 
gotten into the general trade situation. 
Apparently the stock market, with the help 
of real estate operations, has absorbed that 
influence to date. 


Foreign Loans Must Continue 


Go imports ceased in the latter part 
of 1924, and so far in 1925 we have 
had an excess of gold exports over im- 
ports. This fact has been directly due to 
the great amount of foreign loans made 
here, which has made New York exchange 
available for the payment of the trade 
balance and rendered gold shipments un- 
necessary. If the loans should stop and the 
surplus of merchandise exports over im- 
ports continue, the inward gold movement 
undoubtedly would be resumed, and if con- 
tinued it is altogether probable that general 
inflation would be only a question of time. 

I do not say that that stage is impending, 
but I am impressed that we are not likely 
to have another period of deflation without 
first having a period of inflation. In other 
words, the next movement is more likely to 
be one of rising than falling prices, but if 
the present conservative sentiment is main- 
tained in the business community, we may 
have a long period of good business with only 
moderate price fluctuations. It is a notable 
fact that although the volume of payments 
through banks in the first nine months of 
this year has been twelve per cent above the 
payments in the first nine months of 1923 
or 1924, the aggregate of loans other than 
those secured upon stocks and bonds has 
increased scarcely at all. The stability of 
prices and of commercial loans over this 
period shows a healthy state of business. 

The strength of the present situation is 
in the fairly balanced relationships exist- 
ing among the industries. The farther we 
get away from the great disturbance caused 
by the war, the more stable the business 
situation is likely to be, except as we are 
induced by the excitements of prosperity 
to commit excesses which of themselves 
produce reactionary effects. We shall have 
interruptions of that kind and need to be 
on our guard against them. Cheap money 
is a great breeder of inflation and ex- 
travagance and we are not without symp- 
toms that the speculative fever is abroad 
in the land. It has insidious ways of getting 
into the business situation, and over-build- 
ing at a level of costs is one of them. Weare 
an optimistic people, and in times of prosper- 
ity always in danger of discounting the fu- 
ture too freely. 

We are not satisfied to enjoy the fruits 
of prosperity as they mature. We want to 
mark up the values, borrow against them 
and spend the money in the meantime. 

Nevertheless there is a real basis for an 
abiding confidence in the growth and devel- 
opment of this country. The reactions 
which result from over-expansion are hard 
on individuals, but Amercian industry and 
business quickly goes ahead to new records. 
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The third largest chain of banks in the world has just 
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Leading banks of the United States use the machine 
that protects the payee name. 
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ter endorsement of the scientific protective value of 
the SAFE GUARD than anything we can say. 
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The American Legion Savings Club 


for special ships and accommodations for 


savings club idea has been adopted 
by the American Legion as the means 
of enabling the individual Legionnaires to 
save enough to join the pilgrimage that the 
former soldiers are planning to make to 
France in 1927. 

In September of that year, the American 
Legion will hold its annual convention in 
Paris. Realizing that the average ex-soldier 
will have to start accumulating funds far in 
advance if he is to have a sufficient amount 
laid away to defray the expenses of the trip, 
the Legion is endeavoring to have the banks 
set up “American Legion Savings Clubs,” to 
operate for 100 weeks or ‘until the middle 
of September 1927 on the weekly or monthly 
plan of regular saving, at the rate of $3, $5, 

7.50 or $10 a week, or proportionate month- 
ly amounts, dependent upon what grade and 
length of trip the individual depositor de- 
sires. The deposits will draw interest at the 
regular rate. 

Under the plan, only banks that are au- 
thorized by the France Convention Travel 
Committee, headed by John J. Wicker, Jr., 
of Richmond, Va., may be appointed to oper- 
ate the “Back to France” savings clubs. 
These authorized depositoriés agree to 


transfer from each account, when directed, 


by the depositor and provided the balance 
is at that time sufficient, the sum of $50 and 
place this amount in a special account in 
its bank to the credit of the Travel Com- 
mittee, which is making the arrangements 


the “Second A. E. F.” The bank will issue 
to the depositor a duplicate certificate of 
this transfer and this will be honored by 
the American Legion committee at face 
value for securing the desired reservations. 
Thus the money will stay in the local banks 
up until shortly before sailing for the con- 
vention. 

The Wicker committee estimates the time 
involved in the trip will be a minimum of 
four weeks for anyone living east of Mis- 
sissippi River and a few days longer for 
those living in the far west. The cost from 
port of embarkation to France and return, 
including steamship, railroad and hotel, will 
be approximately $175 as a minimum. Many 
extension tours around Europe will be of- 
fered, varying in length from one to four 
weeks and in cost from $50 to $500. A 
minimum of $300 has been fixed as the 
smallest amount an individual should save 
to cover the cost of transportation, hotel 
accommodation and a supply of francs for 
spending money. 

A registration fee of $5 is required of 
banks, seeking official appointment, as well 
as the approval of the local American Le- 
gion commander or adjutant. The head- 
quarters of the France Convention Travel 
Committee is 403 Mutual Building, Rich- 
mond, Va. 
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New Books 


PROFITS. By William Trufant Foster 
and Waddill Catchings. 465 pages. Price 
$4. Published by Houghton Mifflin 
Company, Boston, Mass., for the Pollak 
Foundation for Economic Research. 


“Progress toward greater total production 
is retarded because consumer buying does 
not keep pace with production,” say the 
publishers in summarizing the argument of 
the book. “Consumer buying lags behind 
for two réasons: First, because industry 
does not disburse to consumers enough 
money to buy the goods produced; second, 
because consumers, under the necessity of 
saving, cannot spend even as much money as 
they receive. There is not an even flow of 
money from producer to consumer, and from 
consumer back to producer. The expansion 
of the volume of money does not fully make 
up the deficit, for money is expended mainly 
to facilitate the production of goods, and the 
goods must be sold to consumers for more 
money than the expansion has _ provided. 
Furthermore, the savings of corporations 
and individuals are not used to purchase the 
goods already in the markets, but to bring 
about the production of more goods. Under 
the established system, therefore, we make 
progress only while we are filling the shelves 
with goods which must either remain on the 
shelves as stock in trade or be sold at a loss, 
and while we are building more industrial 
equipment than we can use. Inadequacy of 
consumer income is, therefore, the main 
reason why we do not long continue to pro- 
duce the wealth which natural resources, 
capital facilities, improvements in the arts, 
and the self-interest of employers and em- 
ployees would otherwis: enable us to pro- 
duce. Chiefly because of shortage of con- 
sumer demand, both capital and labor restrict 
output, and nations engage in those struggles 
for outside markets and spheres of commer- 
cial influence which are the chief causes 
of war.” 
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